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Some Aspects of War Finance 


NINETY-SIXTH YEAR 


N intimation of how heavy are to be 
the demands of war financing ap- 
pears from the proposals of the Sec- 

retary of the Treasury recently made to 
Congress. He called for additional 
taxes amounting to $9,610,000,000, of 
which $7,610,000,000 would be raised 
from normal taxes and $2,000,000,000 
from social security taxes. Additionally, 
the Secretary asked authority of Con- 
gress to impose a withholding tax up to 
10 per cent on wages and incomes as a 
further means of preventing inflation. 

Large as is the sum to be added to 
the country’s taxes, it is said that the 
total expected yield of $27,000,000,000 
will be some $39,800,000.000 short of 
meeting war expenses of the ensuing 
year. 

While stating that the increased taxes 
would be felt in every American home, 
the Secretary added, “it is a million 
times cheaper than to lose.” 

This colossal tax program and the 
prospective rise in the public debt limit 
to $125,000,000,000 afford some indica- 
tion of the stupendous cost of the war 
in which the country is now engaged. 

For bankers there is a fact of special 
interest in the estimate of a shortage of 
nearly forty billion dollars in meeting 
the demands for war financing. This 
shortage will have to be met by bor- 
rowing—not all of it from the banks, 
since individuals will supply perhaps 
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half of the additional amount needed. 
But even so, this will call for the absorp- 
tion of some twenty billions by the 
banks. With the large amounts they 
already hold, this will put the resources 
of the banks very heavily into Govern- 
ment securities, representing very likely 
more than one-half of all their invest- 
ments. . 

There are at least two principles to 
be kept in mind in carrying out the 
Government’s financial program: first, 
that taxes be imposed as equitably as 
possible and with the least possible 
harm to production and trade; second, 
that both taxes and borrowing be so 
managed as to reduce the threat of in- 
flation. Presumably both Congress and 
the Treasury are duly mindful of these 
principles. It only remains for the pub- 
lic and the banks to pay and to invest 
in obligations of the Government. 


Since the mental attitude of 
our people in regard to the war 
is turning from defense to 
offense, it is suggested that it 
would be well to change the 
designation of Defense Bonds 
and Savings Stamps to Victory 
Bonds and Savings Stamps. 
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DEATH SENTENCE FOR HOLDING 
COMPANIES 


NE rather peculiar financial develop- 

ment of recent times is the difficulty 
being experienced by holding com- 
panies in disposing of their constituent 
concerns, failing in which effort they 
faced the imposition of the death pen- 
alty. Under such circumstances it is 
hardly to be wondered at that the hold- 
ing companies are asking for a delay in 
the execution of the sentence. 

The fact that securities of some of 
the great utility companies have recently 
been selling at the lowest price in their 
history is indicative of a feeling of un- 
certainty in the public mind as to the 
result of present and future govern- 
mental policies toward these organiza- 
tions. 

That the valuation of the securities of 
the constituents of holding companies 
should decline to a point where their 
forced sale would result in heavy losses 
would seem to warrant the conclusion 
that the divorce of these companies from 
the parent concern is not favorably 
viewed in investment circles. There is, 
of course, another reason why values of 


the constituent companies should de- 
cline, and that is the possibility that 
such a large volume of them may be 
thrown on the market in a compara- 
tively short period. 

The situation calls for a fresh exam- 
ination of the entire holding company 


problem. That serious abuses have 
grown out of this instrumentality of 
finance is notorious. It can be said with 
equal truth that the holding company, 
where honesty and efficiently conducted, 
has conferred great benefit, not alone on 
the members of which it is composed, 
but on the community at large. 

Would not the approach to a solu- 
tion of this problem been wiser had it 
been taken into consideration that, like 
nearly in everything else, there are good 
and bad among the holding corpora- 
tions, and to have sought to get rid of 
the bad while keeping the good 

The unwisdom of burning down the 
barn to destroy the rats has long been 
recognized. 

Here is another exemplification of the 
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truth that legislation, designed with a 
praiseworthy objective, sets up a train 
of circumstances whose operations give 
rise to new and unforeseen difficulties, 
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BORROWING TO PAY TAXES 
FINANCIAL institutions, including 


some banks, have been advertising 
their readiness to make loans for the 
purpose of paying taxes. To the tax- 
payer, hard pressed to meet the heavy 
demands which the times make upon his 
purse, the offer of this service affords a 
welcome relief. From a banking stand- 
point nothing is to be said against loans 
of this character, provided they are 
secured as other loans are. One who 
borrows to pay taxes can hardly be 
called insolvent, no more than any other 
borrower who is short of funds to meet 
immediate requirements. 

Still, borrowing to pay taxes is not 
on the same footing as loans made for 
business purposes. However necessary 
taxation may be, and especially in war 
times, it nevertheless constitutes a part 
of the expense of doing business. 

But it is the economic result of bor- 
rowing to meet taxes that is of special 
current concern. One object of taxa- 
tion is to absorb some of the purchasing 
power in the hands of consumers. When 
an individual pays cash to the Treasury, 
he does take that much from his own 
purchasing power. He to this extent 
reduces his ability to demand ordinary 
commodities, transferring this power to 
the Treasury, to be used in war expendi- 
tures. 

But when an individual borrows to 
pay taxes, the case is not the same. True, 
the credit which his borrowing repre- 
sents does coustitute purchasing power, 
but it was something he was not em- 
ploying prior to the loan, and when 
the latter was made the borrower does 
not use the purchasing power conferred 
by the loan but transfers it to the Gov- 
ernment in the shape of a tax payment. 

Banks and many other corporations 
set up reserves to mect taxes, but in 
the case of many individuals this is not 
possible, hence the resort to borrowing. 
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In the case of inheritance taxes, the 
amount required is sometimes so large 
as to constitute a heavy drain on capital. 

The amounts required by Government 
in these times will have to be met, and 
with the promptness and cheerfulness 
which the situation demands. In the 


exceptional instances only will resort 
have to be made to meet these payments, 
heavy as undoubtedly they will prove. 


® 
AN OLD ENGLISH BANK 


A\NOUNCEMENT of a change in 

ownership of Thos. Cook & Son re- 
calls to mind an organization with which 
many American bankers and other 
European travelers had long been 
familiar. The firm dates back to just 
a little more than a hundred years, for 
it was established in 1841 as Thos. Cook 
& Son, bankers and tourists’ agents, and 
on June 12, 1924, the banking business 
was converted into a private company 
under the title of Thos. Cook & Son 
(Bankers) Limited. 

Visitors to London must remember 
the office in Ludgate Circus, and the 
later establishment in Berkeley Street, 
the former in the City and the latter in 
the more fashionable West End. 

One notable characteristic of the firm 
was that, like Hamlet’s ghost, it was 
hic et ubique, ready to serve the way- 
faring pilgrim ‘wherever he might 
choose to go. And the service was 
widely inclusive—railway tickets, hotel 
accommodations, passport visas, and 
travelers checks. 

In the interim between the two World 
Wars one could, with the aid of Cook’s, 
get over the British Isles and the Con- 
tinent with a minimum of discomfort. 
What a joy it was, in that other time, 
after a long and tiresome railway jour- 
ney, on arrival at one’s destination to 
be met by the man from Cook’s, who 
greeted you by name, looked after your 
luggage, and spared you the difficulty 
of trying to employ a foreign language. 

Perhaps bankers who have used this 
famed travel service must have observed 
its wide ramifications, its efficiency and 


the rare courtesy shown in meeting the 
many and sometimes exacting demands 
of the tourist. 

At present travel for pleasure has 
almost disappeared, and even business 
expeditions are largely curtailed, but jt 
may be hoped that in a time not too 
remote one may again hear the welcome 
slogan, “just follow the man from 
Cook’s.” 
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NOT PRODUCING ENOUGH 


|] N an address to the country on March 

10, Donald M. Nelson, head of the 
War Production Board, made a strong 
plea for increased production as a 
means of winning the war. That he 
thought not enough was being done, 
may be seen from the following extract 
from his address: 

If all our equipment now involved in war 
production were used twenty-four hours a 
day, seven days a week, we would prac- 
tically double the man-hours being put into 
military production. 

When I say we can increase production 
substantially by greater use of existing 
machinery, I am thinking of the 20 per 
cent of war plants operating only five or 
five and one-half days a week. I am 
thinking of the many plants closed Sun- 
days, I have in mind the second shifts 
using only 40 per cent of plant capacity 
and the third shifts using only 20 per cent. 
This, as you can readily understand, means 
that thousands of machines needed for 
war production now stand idle part or all 
of every week-end and from eight to six- 
teen hours every weekday. And, I might 
add, idle tools work for Hitler. 

Nothing is to be gained, as Mr. Nel- 
son indicated, by blaming any particu 
lar section of our economy for this lag 
in production. What is of the utmost 
importance jis to recognize the existence 
of the fact itself, and then to make a 
united effort in ending the delay. For, 
as Mr. Nelson said, “idle tools work for 
Hitler”—something that neither labor, 
management, capital nor the Goverr- 
ment can contemplate without the most 
serious concern. 

So far as can be seen, this lag in pro 
duction is not due to lack of adequate 
financial assistance, but to a variety of 
causes not susceptible of easy remedy. 
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Everybody’s 


... Billions 


I 


UR national debt is rapidly pro- 
ceeding to the point where astron- 
omers, rather than statisticians, 

will have to do the measuring. At the 
end of 1941, the direct Federal debt was 
over $58 billion. A total of $110 bil- 
lion by mid-1943 was predicted in the 
President’s budget message. According 
to Senator Robert A. Taft of Ohio, our 
liabilities will swell to $200 billion be- 
fore the close of World War II. 

Admittedly, there is little use in talk- 
ing about the propriety of spending 
when our very existence is at stake. 
We can’t fight a war effectively with one 
eye on the bank book. Nevertheless, 
there is every legitimate reason why un- 
necessary expenditures, unrelated to the 
war effort, should be curbed. There is 
every reason in the world why we should 
try to prevent any unnecessary expan- 
sion of our national debt. And when 
this modern Armageddon is over, we 
must see to it that a sounder fiscal pol- 
icy is followed. 

The attention currently being given 
post-war problems in Government cir- 
cles is a sure-fire indication that large- 
scale public spending is likely to con- 
tinue at full blast—even after we have 
knocked the tar out of Hitler, Hirohito, 
et al. The spenders will still be in the 
saddle. If the general public remains 
apathetic, a further rise in the national 
debt is inevitable. Remember—the prin- 
ciple of public spending was firmly es- 
tablished during the widespread unem- 
ployment of the early *30s. And spend- 
ing, judging by experience, is one of 


By Oscar Lasdon 


the favored precedents still being hon- 
ored 

Weather vanes are already pointing 
the direction of financial and economic 
policy. Last summer, Federal Works 
Administrator John M. Carmody spoke 
of a $25 billion to $35 billion public 
works program to take up the slack of 
the armament boom when the war is 
over. In January of this year, Profes- 
sor Alvin H. Hansen, speaking for the 
Government’s National Resources Plan- 
ning Board, called attention to post- 
war problems and suggested a plan of 
action. Heavy spending, as you may 
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guess, was an important part of his 
program too. And heavy spending has 
one important consequence—a heavier 
' burden of national debt. 

This debt situation vitally concerns 
every man, woman and child in these 
United States. It’s a situation we’ve got 
to think about and act upon. As yet. 
too few of us realize just how living in 
the financial stratosphere is going to 
affect our way of life. 


II 


THE NATURE OF GOVERNMENT 
DEBT 


Before we begin exploring the conse- 
quences of our ascent and journey 
across the Milky Way of finance, we 
had best set ourselves straight as to the 
general nature of a national debt. To 
do so, we must answer the following 
queries: “Does Government debt differ 
from private debt? Has the Govern- 
ment any special borrowing power?” 

As to the first question, don’t doubt 
your common sense when it tells you 
that a government debt is just as much 
a liability as any private debt—that it 
means something owed. Don’t succumb 
to the semantics of some of our confused 
solons. Debt is not an asset. Tying a 
red ribbon around a cold stone doesn’t 
make a pebble a bon-bon. 

Turn back to the eighteenth century 
when some writers drew a distinction 
between public and private debts and 
proclaimed that the more public debt 
a nation incurred. the better off it was. 
A then popular belief was that such 
expansion resulted in a direct increase 
in wealth. Bitter experience and hard 
common sense have blasted this fallacy 
away. We realize now that borrowing, 
in itself, doesn’t create any wealth and 
doesn’t destroy any. A bond is merely 
a claim against wealth. No factories, 
fields or mines suddenly or miracu- 
lously appear as the direct result of 
borrowing. The loan merely transfers 
purchasing power, the ability to buy, 
from one party to another. The ulti- 
mate effect on wealth proceeds only 
from the uses to which the funds are 


. put. 


286 


To clarify things a bit further, con- 
sider the case of any local businessman, 
whom we will call Sam Jones. When 
Sam borrows for his business needs 
there is nothing mysterious about his 
private transaction. It is a simple af. 
fair when we don’t try to obscure it 
with flighty financial theory. To para. 
phrase Calvin Coolidge, Sam _has 
“hired” somebody’s money. That money 
may represent fellow townsman Fred 
Smith’s capital, on deposit at the bank 
It must be returned. Sam must even. 
tually repay Fred or go bust. That is 
as plain as the nose on your face. 


Public vs. Private Borrowing 


But when a nation borrows money, 
many of us succumb to some unique and 
peculiar notions. Although there is 
nothing sacrosanct about friend Sam’s 
loan that places it outside the realm 
of criticism, an unfortunate popular im. 
pression prevails that some magic halo 
glorifies national borrowing. In other 
words, when Sam, his cousins and his 
friends borrow money collectively as a 
political unit, and the debt is a public 
one, some shining aura of magnificence 
is supposed to surround and bless the 
whole affair. And while Sam may worry 
about his private debt. and how soon 
he can repay it. his collective or public 
debt doesn’t make him lose much sleep. 
To be sure, both Sam’s private and col- 
lective transactions arise out of trans 
fers of capital, actual or prospective, 
which are expected to be returned. But 
this similarly doesn’t seem to trouble as 
many people as it should. 

Like Sam Jones’ private loan, our 
collective borrowing constitutes an obli- 
gation to pay later what we owe now. 
This program of postponement enables 
both Sam and the Government to obtain 
other people’s capital when they need 
it and to gradually pay off the burden 
over a period of time. 

Sam’s ability to repay depends on the 
state of his business. The nation’s abil- 
ity to repay largely depends on the 
state of all business, Sam’s and every: 
body else’s. 

Sam intends to pay his private debt 
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out of the future income of his business. 
The Government intends to repay or 
reduce its public debt out of the future 
income of all business, for that’s where 
taxes come from. No matter how the 
picture may be dressed up, don’t forget 
that the national debt represents some- 
thing borrowed in the old-fashioned 
sense and that it represents something 
you owe. It’s a burden and not a boon. 


Federal Borrowing Power 


Now consider the matter of borrow- 
ing power. Of course the Federal Gov- 
ernment can borrow relatively much 
more than Sam Jones, more than any 
state in the Union. But don’t let any- 
one tell you that this ability is an indi- 
cation of immunity to the penalties of 
improvidence. 

What accounts for the difference in 
borrowing power? Well, the credit of 
the U. S. Treasury is still in a class by 
itself. It is far better than Sam’s. 
Remember—a Treasury bond represents 
a first claim on everybody’s everything. 
The best rating Dun’s, or any commer- 


cial rating agency, can place on Sam’s 


business doesn’ t touch his Government's. 
Sam and a hundred others may go out 
of business, but everybody in the coun- 
try won't. 

But there is another important factor, 
and it is a distinctly unique one. The 
Government holds all the aces in one 
significant respect—it can command 
people’s funds. Sam can’t compel any- 
one to lend him money. Neither can any 
of our forty-eight states. But the Gov- 
ernment can raise all the dollars it needs. 

If times were bad enough, or the 
emergency pressing enough, the Federal 
Government could probably (but ill- 
advisedly) make all of us surrender 
some of our capital to meet the needs 
of the situation. Even so, a drastic 
and unpopular “drafting” of capital or 
capital levy would hardly be necessary. 
There are so many more practicable 
alternatives that could be used to ob- 
tain funds. 

The Government can appeal to our 
patriotism, as it is doing in the case 
of defense savings bonds. It can apply 
moral suasion. It can coerce. 
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This debt situation vitally con- 
cerns every man, woman and 
child in these United States. 
It’s a situation we’ve got to 
think about and act upon. As 
yet too few of us realize just how 
living in the financial stratos- 
phere is going to affect our way 
of life, says the author of this 
article who is associate editor of 
THE BANKERS MAGAZINE. 
The accompanying article ex- 
plores the debt limit and ex- 
plains how too big a debt will 
affect the entire economic struc- 
ture. 


The Federal Government controls the 
banking system and dictates credit poli- 
cies. It writes banking legislation. Un- 
der the Banking Act of 1935, any com- 
mercial bank can go to its regional Fed- 
eral Reserve Bank and borrow 100 cents 
on the dollar for each Government bond 
in its possession. In other words, the 
Treasury bond is now the practical 
equivalent of a bank note. Also, not 
to be forgotten, is the fact that the 
Second War Powers Bill has made it 
possible for the Treasury to borrow di- 
rectly from the Reserve banks; it can 
now obtain funds regardless of the Gov- 
ernment’s credit position. 

Thus, the Government has a tremen- 
dous borrowing power. This ability, 
while related to its direct access to the 
nation’s revenues, also springs from its 
command over central banking facilities. 

But, as already noted, this unique 
ability doesn’t make Government debt a 
different kind of debt. Just as any pri- 
vate citizen may be burdened by excess 
borrowings, so may any government. 


Ill 
OUR DEBT BURDEN 
What is our debt burden? How bad 


off are we? These are timely questions, 
and they are raised daily. 

You will recall the pictures of black 
despair and bankruptcy that were 
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Per capita debt 
Per capita wealth 
Per capita income 


Ratio of national debt to national wealth 
Ratio of national debt to national income 


Great Britain* 
$ 896 
1,881 
406 

47.6 per cent 

223.7 per cent 


United States 


16.6 per cent 
83 per cent 


* At the then prevailing rate of exchange of $4.8812. Exclusive of intergovern- 


mental World War debts. 


painted during the early ’30s, when the 
Government was first unable to make its 
revenues cover expenses. After a while, 
bigger deficits became the style as our 
“lend-spend” disciples preached a new 
concept of Government debt and we 
tried to spend ourselves into prosperity. 
Now, as a consequence of the war, the 
sum total of our national liabilities is 
swelling even further and at a frightful 
pace. 

Anyhow, here we are today, with the 
debt at a much higher figure than ever 
was visualized before. The specter of 
financial ruin, whose arrival has been 
heralded time and again, has yet to put 
in its appearance. 

What does this mean? 

Well, all it means is that this country 
is economically so strong, its resources 
and productive facilities so tremendous. 
that it has been able to go off on a 
spending spree and still remain in good 
health. : 

Don’t assume that our financial Cas- 
sandras have been wrong in their rea- 
soning—that their dire predictions of 
collapse and chaos have been based on 
fundamental error. These warning 
prophets have merely misjudged the 
magnitude of the problem and have 
erred in their timing of the results. 

We are no more immune to the pen- 
alties of wastefulness than were stocks 
invulnerable to reaction in the wonder- 
ful “New Era” boom days of the ’20s. 
The danger zone lies somewhere in the 
direction we are speeding. “How far 
away?” is the question. 


Gauging the Debt Load 


To the average layman, this whole 
Government debt business seems like so 


much mysterious financial hocus-pocus, 
Much of the responsibility for this im. 
pression may be attributed to the many 
conflicting generalizations that have been 
issued from opposing quarters during 
the past ten years. Nevertheless, if the 
corner banker can make his rough esti- 
mate of how much money Sam Jones 
may safely borrow, surely there must 
be some way of gauging the nation’s 
debt burden. 

Obviously, debt like many other 
things is a relative matter. Accepted 
rule-of-thumb comparisons by which our 
debt burden may be measured include 

a) the per capita standard, 

b) the relation of debt to national 
wealth, 

c) the relation of debt to national 
income. 


Let us deal briefly with these items. 

The per capita standard is as inade- 
quate as it is simple. Telling us how 
much of the debt is borne by each indi- 
vidual citizen is almost meaningless. No 
consideration is given to the credit side 
of the balance sheet—the factor of na- 
tional wealth. 

Comparison of national debt and na- 
tional wealth figures gives us a better 
idea of a country’s financial position. 
This test sets off assets against liabili- 
ties and also considers the fluctuating 
value of money by making allowance 
for the price level. However, this com- 
parison also has its shortcomings—be- 
cause it leaves us without any idea of 
changes in national income or produc- 
tivity. 

Accordingly, a comparison with na- 
tional income furnishes a better basis for 
analysis—since it is out of these annual 
earnings that we pay our taxes that 
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carry the cost of government and the 
services of our debt. 

In applying these tests, we must not 
overlook the fact that this country’s pub- 
lic debt doesn’t consist only of Federal 
borrowings. The obligations of each 
and every state in the Union must be 
taken into account. We must also in- 
clude the indebtedness of every smaller 
local governmental body. This non- 
federal section of the public debt is no 
mere pittance, but amounts to approxi- 
mately $20 billion. 

For a pertinent summary of these 
rule-of-thumb comparisons, turn to the 
Twentieth Century Fund study, “Na- 
tional Debt and Government Credit.” 
Here, authors Stewart and Tucker tabu- 
late interesting data on British and 
American public debts, as of the close 
of 1936. These statistics were compiled 
before war expenditures started to mount 
throughout the world, when gross U. S. 
public debt (which, of course, included 
local governmental debt) was short of 
$50 billion and gross British public 
debt, at the then prevailing rate of ex- 
change, was only $42 billion. 

At the close of 1941, total per capita 
public debt in the United States had 
risen to about $575. The corresponding 
figure for each citizen of the British 
Isles may be roughly estimated at about 
£300, or $1,200 for each Briton—even at 


a lower exchange rate of $4.00. 


One important conclusion can be 
gleaned from the information outlined 
above. In comparison to Great Britain, 
our debt burden appears moderate. Ac- 
cording to Professor Paul Studenski, a 
competent authority in the fields of 
government finance and taxation, if our 
national debt bore the same relationship 
to our national income (this was in 
1936) that British debt bore to British 
national income after World War I, our 
total debt would have been up around 
$120 billion. 

Estimated’ 1941 national income of 
$94 billion substantially exceeded 1936 
performance of $74 billion. So if Brit- 
ish experience means anything, financial 
chaos is still a good distance away. 

But the fact that Britain’s debt burden 
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‘‘Admittedly, there is little 
use in talking about the pro- 
priety of spending when our 
very existence is at stake. We 
can’t fight a war effectively with 
one eye on the bank-book. Never- 
theless, there is every legitimate 
reason why unnecessary expendi- 
tures, unrelated to the war 
effort, should be curbed. There 
is every reason in the world why 
we should try to prevent any 
unnecessary expansion of our 
national debt. And when this 
modern Armageddon is over, we 
must see to it that a sounder 
fiscal policy is followed.’’ 


is relatively much higher, and its finan- 
cial heaith much worse, is no cause for 
consolation. The high level of British 
debt, even before the present war, was 
hardly a source of joy to the British 
public. And because each Englishman 
is much more heavily indebted than 
each American does not mean that we 
should spend ourselves into equal em- 
barrassment. 


IV 
WHAT IS THE DEBT LIMIT? 


How much debt can we stand? Con- 
ceding the fact that our financial posi- 
tion far excels Great Britain’s, we cre 
still in the dark as to how high our 
debt may safely swell. Can we apply 
some rule-of-thumb that may give us 
the answer to this question? 

In this case, the nearest approach to 
such a formula is the relationship of 
annual debt charges to national income. 
Generally speaking, if debt charges 
consume only a small part of the na- 
tional income, then the debt limit is 
still in the distance; if the annual cost 
of our public borrowings consumes a 
relatively large part of the national in- 
come, then the ceiling is much closer. 

This comparison, it may he observed, 
represents a refinement of the third test 
considered .in the preceding section, 
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when we were measuring relative debt 
burdens. 

“Why,” you may ask, “should we 
compare the annual debt charge, and 
not the principal amount of the debt?” 
The answer is simple. The pressing 
problem is not paying off the principal 
amount of the debt, but only meeting 
the annual installment that never fails 
to be collected. Annual debt service 
vs. national income furnishes the imme- 
diate, realistic test. 

Reflect for a moment. Suppose the 
annual rate of interest on our Federal 
debt were 6 per cent. This would repre- 
sent a load more than twice the weight 
of the 1941 average rate of 242 per cent. 
And if we levied additional taxes in or- 
der to reduce our debt through sinking 
fund operations, our burden would be 
heavier yet. So when our debt carrying 
charges are low, the debt burden is also 
relatively less. 

Take another example. On the other 
side of the question, the more we earn, 
either individually or as a nation, the 
less of a burden we find any fixed 
amount of debt. When the United States 


reports a national income of $90 billion 
(assuming prices have not risen), its 
financial vitality should greatly exceed 
that of any year when national produc- 
tivity only reaches $60 billion. 
Inasmuch as our simple formula of 


annual debt charges 
national income 


is composed of two variables, it is ap- 
parent that debt capacity itself must be 
relative. But if debt capacity depends 
on how little we have to pay out and 
how much we earn, can’t we fix debt 
capacity in terms of a percentage of one 
element to the other? In other words, 
what percentage of the national income 
can be appropriated for debt service be- 
fore we reach the breaking point? 

We can only give you a guess for an 
answer. Mathematical exactness has no 
place in this phase of economics. All 
we can do is pass on Professor Studen- 
ski’s estimate—what he has ventured as 
an outside estimate of the limit of en- 
durance. Interest charges in excess of 
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15 per cent of the national income, ac- 
cording to Professor Studenski, ap. 
proach the limit of political feasibility, 

The Professor’s reasoning is sound. 
An increase in debt service above this 
percentage (or even a lower ratio, for 
that matter) would require rigorous and 
unsparing taxation. It is obvious that 
the political repercussions of such a tax 
policy might be rather violent. It is in- 
teresting to note that, in British experi- 
ence, on only two occasions have inter- 
est charges approached anywhere near 
this 15 per cent level. These occasions 
arose after the Napoleonic Wars and 
World War I, when debt charges ranged 
between 8 and 10 per cent of the na- 
tional income. 

In relation to our own expanded na- 
tional income of $94 billion for 1941 
(before adjusting for the budgetary defi- 
cit of over $10 billion incurred in pro- 
ducing this income), Federal interest 
payments of $1,145,000,000 amounted to 
only 1%4 per cent of the-national in- 
come. Interest on all types of govern- 
mental debt, Federal, state and local, 
probably totaled slightly more than 2 
per cent of the national income.  Politi- 
cally, therefore, debt service charges are 
for the moment a good distance away 
from the danger zone. 


Debt Capacity Depends on Taxable 
Capacity 


But to pay our debt charges, we must 
levy and collect taxes. So whether the 
15 per cent limitation looks too high or 
too low, it is obvious that debt capacity 
is inextricably tied up with taxation. 
Therefore—within the bounds of national 
income—debt capacity depends on tax- 
able capacity. 

But not all taxes can be applied 
toward servicing the debt. To keep the 
wheels of government in motion, admin- 
istrative expenses must first be paid. 
Only the remainder of tax revenues can 
be devoted to debt interest and sinking 
fund requirements. 

So after we inquire as to how much 
debt we can stand, we are told to find 
out how much taxes we can collect to 
service the debt. And a precise, def- 
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nite answer to this second query is also 
impossible. Again, why? Because 
many of the factors governing taxable 
capacity are intangible. 

How, for example, is it possible to 
measure political and psychological fac- 
tors? Popular feeling, whiie of tre- 
mendous importance, is hardly subject 
to statistical analysis. Now that we are 
in the war, all of us are buoyed up with 
a high degree of patriotism. We are 
keyed up to an extreme pitch and are 
not averse to bearing heavier burdens 
of taxation. But when peace comes, and 
the crisis passes and our emotions cool 
off, similar sacrifices will be obtained 
only with great difficulty—if at all. 

More general grounds for determin- 
ing taxable capacity are also found in 
economic theory. Economists warn us 
not to forget that taxable capacity is 
directly linked to production. Relative 
to production, or how much in the way 
of goods and services we can turn out 
each year, taxable capacity depends on 
how little we want to save and how little 
we are prepared to consume. If we are 
willing to save nothing and subsist on 
the barest necessities of life, to give up 
every-day luxuries, to endure a lower 
standard of living, then a larger amount 
of taxes can be collected. That is go- 
ing on in Great Britain today. 


Also of importance is the purpose of 


taxation. If most of us are in favor of 
the way our money is being spent, then 
we are less disposed to contest heavy 
burdens. And, not to be overlooked, 
tax experts stress the fact that the extent 
of tax collections depends on the pre- 
vailing distribution of national income 
and national wealth, as well as the rates 
and methods of taxation. 

While we are at war, the limits of tax- 
able capacity are extended. But when 
the war is over, it will be possible to 
recognize the ceiling of taxation when 
we bump into it. In a peace-time econ- 
omy, the ceiling becomes visible when 
the productive powers of the taxpayers 
start to decline—when tax assessments 
become so heavy that the urge to pro- 
duce and manufacture is lost. This is 
a danger signal. When the light flashes 


‘‘Now that we are in the war, 
all of us are buoyed up with a 
high degree of patriotism. We 
are keyed up to an extreme pitch 
and are not averse to bearing 
heavier burdens of taxation. But 
when peace comes, and the crisis 
passes and our emotions cool off, 
similar sacrifices will be obtained 
only with great difficulty—if at 
all.’? 


red, deterioration of the whole economic 
structure is at last conspicuous. 


Debt Limit Not Yet Reached 


From all of this digging into fiscal 
theory, we arrive at two main conclu- 
sions. First, debt capacity is variable. 
It is variable because it depends on the 
size of the national income, how much 
of the national income can be taxed 
away, and how much of these tax reve- 
nues can be used for debt service. Ac- 
cordingly, debt capacity is a relative 
matter which is affected, in some meas- 
ure at least, by public reaction to taxa- 
tion. We cannot determine any definite 
ceiling. 

Secondly, on the basis of our explo- 
ration, it is evident that the limit of en- 
durance is still a good distance away. 
There is little question that we can bear 
the $150 billion debt necessary to win 
the war without breaking. How far we 
can go above that level depends on the 
size of our national income, as well as 
fiscal and monetary policies. The dan- 
ger level may be recognized only when 
it is almost too late—when taxation for 
debt service starts to paralyze private 
industrial activity. 

Realize, however, that we haven’t 
really supported the present debt. Our 
deficits of recent years have far exceeded 
annual debt service charges. We have 
paid our interest costs in borrowed 
money. Deficit financing can’t be re- 
lied upon permanently. 

Unless we are headed for direct, Gov- 
ernment central banking, with complete 
control over credit, the interest burden 
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of the debt may be expected to be 
heavier in the future—heavier because 
we will have a larger debt and because 
the average interest rate will be higher. 
Taxes, of course, must pay for this. 


V 


EFFECT OF THE DEBT ON OUR 
ECONOMY 


From our preliminary explorations, 
we have already determined that no im- 
mediate financial collapse is in prospect. 
Investigating a bit further, we can also 
conclude that our soaring debt will not 
engulf us in a wave of inflation of the 
type that plunged Germany into chaos 
after World War I. 

Our situation differs radically from 
that which prevailed in Germany. Not 
only was Germany impoverished in the 
way of natural resources at home, but 
she lacked foreign exchange with which 
to purchase such items abroad. What 
we are experiencing, and will continue 
to witness for the duration, are tempo- 
rary shortages of goods and tremendous 
public spending. Such a situation in- 
evitably breeds price rises in spite of 
restrictive measures such as credit con- 
trol and rationing. But if the proper 
precautions are observed, as we have 
every reason to believe they will be, 
the situation should not get out of hand 
and the purchasing power of the dollar 
should not be permanently impaired. 

It is not the size of the debt that is the 
decisive element in determining inflation. 
It is only the amount of spending in 
excess of the volume of production and 
avajlability of needed goods. In due 
time, after the war crisis passes, equilib- 
rium should be restored. 

But freedom from chaotic inflation and 
financial collapse does not mean that 
we will remain unaffected by the tre- 
mendous growth in our debt. 

If the increase in public debt goes 
far enough, and unless it is accompanied 
by some sustained rise in the national 
income, it seems destined to be an im- 
portant factor influencing a change in 
our economy. Together with other 
“reform” measures, it may transform our 


present private capitalistic economy into 
a more socialized order. 

Figure out what the situation may be 
in the future. The more debt we have, 
the more charges we must pay. The 
more charges we pay, the more taxes 
we must levy. The more taxes we levy, 
the greater the restrictions we must have 
on our private capitalistic economy. 
And if our taxes become very heavy, and 
our restrictions become oppressive, then 
our economy may experience a meta- 
morphosis. Private industry may break 
down and Government activity must then 
supplant it. The extent of the change 
will, of course, depend on the degree of 
taxation, how and where it is levied, as 
well as other additional factors. 


Taxation 


An increase in public debt affects our 
economy directly through the medium of 
taxation. Taxation is the electrical con- 
ductor transmitting the shock of the debt 
charge to you, me, and everyone else 
who contributes to the financial support 
of the Government. The larger the debt, 
the heavier the debt charge and the 
greater the shock transmitted. When the 
debt charge gets heavy, industry’s vital- 
ity is impaired. When the debt charge 
gets too heavy, industry is likely to be- 
come paralyzed—in some sections at 
least. 

A large internal debt is a burden on 
every producer—on every businessman. 
Interest charges must be paid and, in 
addition, funds may be required to re- 
tire the debt. All of this means higher 
rates of taxation. If the rates get too 
high, then what economists call the 
“marginal efficiency” of capital becomes 
impaired. The tax burden may discour- 
age capital investment. In the extreme 
case, debt may become a voracious mon- 
ster which, to keep fed, will eat you out 
of house and home. In fact, its appe- 
tite may grow so vast that it may vir- 
tually devour all the fruits of industry. 

If tax rates get too high, people lose 
their desire for enterprise. Don’t forget 
—the incentive for production is profit. 
When, because of taxation and other 
contributory causes, the profit margin 
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is adjudged too small, people are dis- 
couraged from assuming the risks of 
business. The wheels of industry turn 
when, among others, the neighborhood 
butcher and baker take the risk of in- 
vesting their savings. But these savings 
will be risked only if the game appears 
to be worth the candle. 

Also remember that excessive rates of 
taxation are what people believe to be 
excessive. Statistics run second in this 
contest. The element of public psychol- 
ogy is of extreme importance. How we 
feel about the matter determines what 
we will do. And if people believe that 
tax rates are too high, and statisticians 
differ, the results of the race will show 
the statisticians coming in last. When 
people believe tax rates are too high, 
then production starts to decline. 


Taxation and the Jackass 


Here’s a timely analogy. An over- 
burdened burro, any mining prospector 
will tell you, simply refuses to budge. 
However, when the load is lightened 
enough to make it bearable, this patient 
beast of burden consents to move along. 
The jackass, in other words, isn’t such 
a jackass. Now business is the twenti- 
eth century beast of burden, and when 
it is too heavily taxed and regulated, it 
will have difficulty in getting started. 
Does this common sense approach im- 
press everyone? Not by a long shot! 
There are some who think the burro 
should carry a still heavier pack. 

If you have any doubt of this, take a 
few minutes off some evening and glance 
through a couple of pages in TNEC 
Monograph No. 25. Just reflect on this 
passage on Page 89. “Businessmen gen- 
erally contend that the Government must 
lighten its regulation and control over 
potential investors until those investors 
deem it advisable to invest at higher 
speeds. The logical alternative exists, 
however, to drive money by a tax on 
loitering, instead of tempting it into ac- 
tion by the removal of taxes which chill 
its fervor.” The italics are ours. 

This proposed tax on hoarding or “in- 
centive taxation” may be another on the 
long list of experiments in store for us 
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‘Debt capacity is variable. It 
is variable because it depends 
upon the size of the national in- 
come, how much of the national 
income can be taxed away, and 
how much of these tax revenues 
can be used for debt service. 
Accordingly, debt capacity is a 
relative matter which is affected, 
in some measure at least, by 
public reaction to taxation. We 
cannot determine any definite 
ceiling.’’ 


after the war. What our theorists ig- 
nore is that such coercion will do much 
more harm than good. Besides, the ad- 
ministrative difficulties involved will 
prove surprising. 

Suppose taxation reaches such a high 
level that prospects of profitable opera- 
tion do not seem worth while. In this 
event, not only does production tend to 
decline, but capital values start to roll 
downhill. After all, capital values de- 
pend on production for profit. Unless 


plant facilities are used, capital values 
become impaired. 

The heavier taxation becomes, the 
smaller the chances of stability in capi- 


tal values. Suppose you owned a mill, 
and the mill represented an investment 
of $100,000. Suppose the mill were en- 
tirely paid for, and it were fortunately 
free of mortgage. If you made a 10 per 
cent profit last year, you would have 
had a net profit of $10,000. That $10.- 
000, or 10 per cent, would ordinarily 
be sufficient to compensate you for the 
years in which you lost money. It 
might allow, over the period of a full 
business cycle, an average return of 5 
percent. That average would be enough 
to induce you to stay in business. 

Now if Government debt becomes 
so high that taxation becomes much 
heavier, the effect is very much the same 
as if you were burdened with a mort- 
gage on the property. So even if your 
plant were directly free and clear of 
debt, you would still have a first lien 
on your plant and everything else you 
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own. This lien would be in the shape 
of the Government debt. 

What difference does it make to your 
bank account whether you have to pay 
heavy mortgage interest or large income 
taxes? As far as your pocketbook is 
concerned, there’s no distinction. There’s 
too little left in either event. If net 
income is lowered, no matter what the 


reason, the value of the mill also depre- 


ciates. = 

Elements of physical value alone, and 
what it has cost to build a factory, are 
no longer a primary guide to worth. 
How much money you spent for a plant 
isn’t as important as how much profit 
you can get out of its operation. If you 
can’t run the plant profitably, there is 
little incentive to operate it at all, much 
less build another. 

Lack of incentive stalls our productive 
machinery, and the latter loses value. 
Little profit — little incentive — little 
value—these are other sad sequels to 
rigorous taxation. 


VI 
REDISTRIBUTION OF WEALTH AND 


INCOME 


A large and burdensome debt may 
also reshape the distribution of the 
wealth and income. The kinds of the 
additional taxes imposed to pay the debt 
interest, and what people own the bonds, 
will determine where the shifts will oc- 
cur. So the next time you are told “Ev- 
erything is all right because, after all. 
we only owe the money to ourselves,” 
take time out for a moment and examine 
the statement. 

What is meant by “all right”? This 
conception of well-being, you will find, 
rests on a matter of viewpoint. The 
catch is whether you are viewing the 
situation from the standpoint of the 
State or of the individual.* 

*Discussing post-war conditions in “The 
Federal Debt and the Future” in the April 
issue of Harpers Magazine, Professor Han- 
sen writes: “We know, finally, that as a 
nation we shall be debt free—since we shall 
not have borrowed abroad... .” This ex- 
emplifies the point brought out above, Of 


Internally, or as far as financial trans. 
fers within the nation are concerned, 
someone’s debt is always somebody 
else’s credit. All transactions involving 
debt, as long as the loans are arranged 
within the country, are in the family. 
Borrowing operations concerned with 
internal debt, Government or otherwise, 
really represent a series of transfers of 
wealth and income within the comm- 


“nity. The money payments always can- 


cel out. Considering the country as a 
whole, it is neither richer nor poorer 
as the result of all this financial shut- 
tling. But from the standpoint of the 
individual, the situation may wind up 
quite differently. 

From “An Economic Program for 
American Democracy,” authored by 
“Seven Harvard and Tufts Economists,” 
we are enlightened by the observation: 
“It is ridiculous to maintain that debt 
in general must be repaid.” As noted 
above, our learned friends then proceed 
to point out that “The payment of in- 
terest on the public debt does not in it- 
self constitute a deduction from the Na- 
tion’s income. What the Government 
raises in taxes to meet debt charges, 
it pays out again in interest to the hold- 
ers of its bonds.” 

And now for the meat of the quota- 
tion. “The extent to which a burden is 
involved,” it is remarked, “depends on 
who holds the bonds. This point is of 
importance in considering the extent to 
which debt will impose a burden on fu- 
ture generations. The same generation 
that pays the taxes inevitably receives 
the interest payments. It is thus up to 
each generation to determine by the way 


course, if our debt after the war is $900 
billion instead of $200 billion, presumably 
we should still be “debt free.” 

The reader may also be interested in the 
comment, sometimes found in texts on pub- 
lic finance, that a national debt is regarded 
as a mark of civilization. Only a highly 
developed society, it is observed, boasts of 
a government which can sell its promises 
to pay to its citizens. If we extend this 
line of logic a little further, we might won- 
der whether the greater the debt, the higher 
the culture? If such is the case, it shouldn't 
be long before we attain the pinnacle of 
wisdom and refinement. 
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it apportions its taxes how much of a 
real burden interest payments on the 


public debt shall be.” 


Rationale of the Spenders 


You can read between the lines of the 
passage cited. Onr seven wise men are 
unconcerned about borrowing money 
from people who have it because, in the 
long run, they expect this same group to 
pay back through taxes much of what 
they receive in interest and principal. 
To put the matter bluntly, “Borrow from 
whomever has it. Then, when you pay 
him with your right hand, stick your 
left hand in his pocket and take the 
same money back in taxes.” 

One of the seven apostles of spending, 
in a later article dealing with debt 
financing, asserts, “The ‘deficit,’ speak- 
ing now in monetary terms, may or may 
not be repaid. . . . To the extent that 
it is made up, it will be by payments 
from certain blocks of the population, 
through government, to certain other 
blocks. Jf the taxation for these pay- 
ments is on ownership rather than on the 
work of hand and brain, the debts . . 
will have contributed to a sounder 
American economy for the future.” 
Again, the italics are ours. 

This unruffled serenity over the policy 
of debt gathering is largely based on a 
philosophy of redistribution of wealth 
and income, of taking away from those 
who have it. Debt and taxation are to 
be used as instruments of social and 
economic control. Professor Alvin H. 
Hansen, the well known and able ex- 
ponent of “government investment,” gets 
part of this idea across in his recent 
book, “Fiscal Policy and _ Business 
Cycles.” “The public debt,” according 
to Professor Hansen, “is an instrument 
of public policy. It is a means to con- 
trol the national income and, in conjunc- 
tion with the tax structure, to regulate 
the distribution of income.” 

In “Government Spending and Eco- 
nomic Expansion,” Professors Burns 
and Watson also tell us that “Spending 
is merely a tactical means [of redistrib- 
uting the wealth] adopted because it is 
superior to other possible means or be- 
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‘‘The more debt we have, the 
more charges we must pay. The 
more charges we pay, the more 
taxes we must levy. The more 
taxes we levy, the greater the 
restrictions we must have on our 
private capitalistic economy. 
And if our taxes become very 
heavy, and our restrictions be- 
come oppressive, then our econ- 
omy may experience a meta- 
morphosis. Private industry 
may break down and Govern- 
ment activity must then sup- 
plant it.’’ 


cause the adoption of other means is 
precluded on legal or political grounds.” 
The italics are ours again. 

In case the above quotation doesn’t 
hit you right between the eyes, the way 
it should, this is what it means. The 
people of this country, for the present 
at least, won’t countenance or stand for 
any bold, direct measures for redistrib- 
uting national wealth and income. Nor 
would the Constitution of the United 
States permit anything of this nature. 
So the only course of action remaining 
is to go around through the back door, 
and attain the same objectives through 
the channels of government debt and 
taxation. 

Take note of the recent appointment 
of Randolph Paul, noted tax expert, as 
an adviser to the Treasury. Mr. Paul 
also belongs to the school of thought 
which views taxation as a means to 
equalize wealth and income. This atti- 
tude contrasts sharply with the basic con- 
ception that taxation serves primarily 
as a means of paying for the cost of 
administration of government. If a pro- 
gressive tax program carries this equali- 
zation process far enough, it is bound 
to threaten the solvency and economic 
future of the middle class. 

What is Government borrowing? It 
is only delayed taxation that awaits 
final distribution among the citizens of 
the country. All the investor in Gov- 
ernment bonds owns is a claim against 
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future taxes. But if future taxes are to 
be specifically applied against the sav- 
ings and investing class, then this group 
is really going to be paying itself off— 
or not getting paid off, whichever way 
you want to look at it. 

Make believe you borrowed from 
someone while consciously planning to 
separate the lender from his funds 
through some financial legerdemain dur- 
ing the process of repayment. You 
know what might happen? You would 
stand a swell chance of becoming a guest 
of the Government. But if you were 
clever enough, you could make the affair 
technically proper. You would pay out 
with one hand and take the money back 
with the other, in some approved legal 
fashion. This is what some of our bright 
boys are suggesting that the Government 
do. If such an arrangement is sharp as 
between individuals, does substituting 
the Government for one of the parties 
make it any holier? 


Vil 


OTHER CONSEQUENCES OF 
EXPANDING DEBT 


We have already seen that the soar- 
ing debt may open the door to consid- 
erable financial bamboozling, as well as 
a stifling of business initiative and a 
deterioration of capital values. But 
there are other important consequences. 

For one thing, freedom of future fis- 
cal policy is likely to be hampered. 
There is a limit to the level of taxation, 
and if debt service charges and adminis- 
trative expenses consume the lion’s share 
of the tax revenues obtainable, then lit- 
tle is left for social service expenditures 
such as education, housing and health. 
The larger the debt, the greater the re- 
straints on liberty of action. 

The more we have to set aside for the 
absolute necessities of government, the 
less remains for other uses. This is per- 
fectly obvious. And if the nation is 
again confronted with acute emergency 
demands when its debt is already high, 
it is much less capable of coping with 
the situation. A runner who has just 
sapped his strength in a mile race is not 


296 THE BANKERS MAGAZINE for April, 1942 





going to be able to turn in a second 
mile without laboring heavily. 

Will this debt joy-ride also lead to 
partial or complete socialization of 
credit? This is more than a mere pos- 
sibility. 

The Government is issuing, and will 
continue to issue, tens of billions of dol- 
lars of bonds. It is trying to sell as 
many as possible to the investing pub- 
lic. It is trying to tap the savings of 
the nation. It is trying to absorb the 
savings of the people both directly and 
indirectly. Directly—by canvassing 
each individual citizen; indirectly— 
through the savings banks and insurance 
companies. But bond purchases from 
savings will not be enough. 

From January of this year until mid- 
1943, it is estimated that the Treasury 
will have to borrow from $50 billion 
to $55 billion. Where will the money 
come from? After allowing for defense 
bond sales of $15 billion as well as sub- 
stantial assistance from insurance com- 
panies and Government social security 
funds, it is calculated that over $30 bil- 
lion must be forthcoming from some 
other source. This other source is the 
commercial banking system, which now 
holds almost one-third of all direct and 
indirect U. S. Government obligations 
outstanding. By July, 1943, the ratio 
will probably be 50 per cent. 

In due time, obtaining credit through 
the medium of the commercial banking 
system will seem far too round-about to 
our spending enthusiasts. All this credit, 
they will maintain, originates in the Re- 
serve banks—so why not get it directly? 
A more appealing course of action will 
be recommended. They will point to 
the provision of the Second War Powers 
Act which authorizes the Treasury to 
borrow directly from the Reserve banks. 
They will demand that this arrangement 
be extended and made permanent. Or 
to attain the same objective, they may 
call for Government ownership of the 
banking system, giving wide open and 
direct access to the Reserve banks. 
Presto! The Government could then cre- 
ate its own deposits! Technically, while 
this program would be slightly removed 
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from the printing press, the effects would 
be substantially identical. 

This prospect of socialized credit is 
bad enough in itself. But another head- 
ache would be right along. Think of 
what socialization of credit means. A 
direct result is Government control over 
the distribution of credit. And what 
happens when the Government distrib- 
utes and allocates credit? Answer: Ev- 
ery political pressure group in these 
United States will be jamming its hands 
into the grab-bag. It will be a wonder- 
ful party! 

Don’t forget to take into account the 
effect of tremendous Federal debt on 
state and local governmental autonomy. 
The larger the debt, the greater the debt 
charges that must be met, and the more 
that must be collected in taxes. The 
Federal Government, even at present, is 
hard pressed to find new sources of tax 
revenue. If demands grow larger, will 
we find Washington muscling in on the 
tax fields upon which state and local 
bodies now rely? According to reports, 
the Treasury Department is already sold 
on the idea of centralized, Federal col- 
lection of some levies such as gasoline, 
estate and income taxes, with rebates to 
the states of allocated portions. 

What will be the final upshot of this 
tendency? Will the Federal Govern- 
ment wind up with almost complete con- 
trol of the purse strings? And if this 
is what is in store, can the smaller local 
governmental bodies help but descend 
to the position of political satellites? 
When states must look to the Federal 
Government for financial subsistence, 
local autonomy is doomed to disappear 
and Washington will really run the 
country. 


More debt, more charges. More 
charges, more taxes. More taxes, more 
restrictions on private capital and busi- 
ness initiative. And if the latter are 
fettered by excessive taxes, and we ex- 
perience the resumption of a capricious 
anti-business philosophy, we will cer- 
tainly witness another serious depres- 
sion. And if, because of these govern- 
mental policies, industry is unable to 
pick itself up off the floor and climb 
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back on the treadmill, our financial 
whirling dervishes will clamor all the 
louder for extensive Government spend- 
ing and entry into business. Direct 
siphoning of the public’s savings into 
Government hands, Government con- 
trolled credit, and investment by the 
Government on a huge scale, will be- 
come all the more prominent. The more 
debt we imbibe, the more racking our 
headaches will get, and the more changes 
are likely to be witnessed in our eco- 
nomic and political structures. 


Changes Ahead? 


In short, a huge debt paves the way 
for a change in the relation of Govern- 
ment to business. It may mean further 
Government assumption of functions we 
now regard as purely private. The Gov- 
ernment, as in the totalitarian countries, 
may be called upon to do more and 
more. It will find itself in fields where 
it has little right to be. It may then 


find itself dictating wage policy, price 
policy and almost every kind of policy 
—in a peace-time economy, mind you, 
and not in an emergency, war economy. 


Dan T, Smith, in his book “Deficits and 
Depressions,” aptly grasped the situa- 
tion when he remarked, “There is a 
real and very great danger that a democ- 
racy may spend itself to death, as it 
were, once it departs from a balanced 
budget.” 

Big deficits and big debts spell a per- 
manent transition in the position of gov- 
ernment in our economy, and an en- 
largement in the duties of government, 
as we know them now. Federal regula- 
tion will extend its hand over many ac- 
tivities now untéuched and we may wit- 
ness a wide change in the American 
economy. 

Hereafter, every time you look at the 
debt thermometer and you see the red 
line moving up, don’t just sigh and wipe 
your brow. It’s true that a good dis- 
tance remains between the top of the 
register and the present debt level. But 
that’s no reason for complacency. For 
it is also true that the increase in debt 
temperature foreshadows changes that 
are to occur. The faster the tempera- 
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Merchants Coffee House in New York as it appeared in 1797. 


ture goes up and the higher it moves, 
the quicker these changes will happen 


and the more extensive they will be. 
The soaring debt is forecasting a con- 

tinuing transition from a laissez-faire 

economy to a government regulated and 


controlled economy. The debt is help- 
ing to accomplish indirectly what we 
are refusing to do directly. 

Whether this transition is good or 
bad depends upon your own particular 
brand of philisophy. After the war, we 
will probably find that a powerful seg- 
ment of the New Deal is firmly com- 
mitted to the policy of “full recovery” 
at any cost. If traditional business and 
financial arrangements stand in the way, 
if legal obstacles exist, or if govern- 
ment functions need fundamental revi- 
sion, then these dispositions are to be 
firmly corrected. There will be an 
attempt to subordinate everything to 
objective—no matter what the price. 
In this light, it is much easier to under- 
stand the prevailing indifference, in 
some quarters, to ceaseless borrowing 
and spending. 

If you have already recognized this 
state of affairs, and are reconciled to it, 
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there is nothing more to be said. But 
if you are not, then it is time to stir 
yourself into action. 

Every one of us has a job to do—and 
part of that job is criticizing the dissi- 
pation of public funds. For the dura- 
tion of the war, we must seek the elimi- 
nation of all non-essential expenditures 
unrelated to the war effort. After the 
war we must stoutly resist tendencies 
to seek economic salvation through the 
use of public-spending panaceas. Such 
cure-alls are pure and simple opiates— 
in time, they will effectively devitalize 
our private, capitalistic society. 

We may still choose the kind of an 
economy in which our children will live. 
But result depends upon action and ac- 
tion depends upon decision. We must 
meet our problems boldly and directly. 
If we evade the issue, public apathy will 
allow us to be carried along the path 
of least res'stance. This is the path of 
popular appeal—the path of improvi- 
dence—the public spending road of pri- 
vate political success. If we can be 
rudely awakened to the dangers that lie 
ahead, we will insist on effective action 
now rather than post-mortems later. 
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These also Serve 


Sub-Contracting in our National Effort 


Our powerful navy requires far more than the spectacular battleships, 


destroyers, submarines and aircraft which carry the brunt of battle. Equally 
vital are the auxiliaries such as the anti-submarine net tender depicted above, 
or fuel supply vessels, “mother” ships and repair craft. 

Likewise, in our war effort, the maker of parts—the sub-contractor —is 
playing a vital role on the industrial front. Now, in this transitional period, 
sub-contractors must install new machines and make many other adjustments. 
Where additional funds are required in such instances, the Chase can be, 
and is, of assistance to many established manufacturers., 

In addition, The Chase works closely with correspondent banks through- 
out the country in the solution of defense loan problems, thus helping to bring 


the strength of the banking structure to bear on the needs of the nation. 


THE CHASE NATIONAL BANK 


OF THE CITY OF NEW YORK 


Member Federal Deposit Insurance Corporation 
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HE finished product of the Bureau 

of Engraving and Printing surpasses 

in excellence the currency output of 
all other governments. The satisfaction 
that this affords us, however, should not 
cause us to overlook the fact that cer- 
tain persons with twisted minds chal- 
lenge our monetary system by floating 
unauthorized issues intended to defraud 
our government and citizens. 

These persons, who think they en- 
visage a road to rapid wealth, belong 
to the netherworld with connections ex- 
tending throughout the country, and 
even into foreign lands. Some of them 
are so skillful they often lead the Secret 
Service over long and tortuous trails 
ending ultimately at the doors of a 
Federal penitentiary. Wholly without 
conscience, they preconceive their every 
act, and whatever success they achieve 
is measured by the deliberate manner 
in which they engineer their unworthy 
activities. 

In the old days dating back to the 
Civil War, counterfeits were printed 
from steel plates engraved by master 
craftsmen whose handiwork flashed a 


“Irrespective of other iden- 
tifying characteristics a note 
should be recognized only by the 
portrait 


it bears’? says the 
author of this article who is on 
the staff of the U. S. Secret 
Service. It is based on an ad- 
dress before the Morris Plan 
Bankers Association. 









By Their Faces 


Ye Shall Know Them 
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By Julian T. Baber 


glint of such realism that a wave of 
hysteria swept banking circles, tellers 
and other bank employes being help- 
less in their attempts to detect the 
fraudulent issues. 

It is an interesting commentary that 
only two hand-engraved counterfeits 
have appeared in the past 20 years, both 
being the handiwork of the same man. 
The first of these unique productions 
showed in 1931 in New York City and 
circulated widely in the larger Eastern 
cities. Since it was fairly deceptive, we 
were puzzled for a while as we formu- 
lated plans for its suppression. Inas- 
much as engravers apply to their handi- 
work unwittingly the label of their own 
individuality, our men consulted scores 
of legitimate engravers and printers in 
the New York area, exhibiting speci- 
mens of the counterfeit, hoping to find 
someone able to identify the counter- 
feiter’s technique and thereby obtain a 
lead by which to pursue the investiga- 
tion. Finally, in one shop, an engraver 
evinced more than ordinary interest and 
remarked: “That certainly looks like 
Billy Jones’ work.” He pointed out his 
conclusions with adequate reason. 
Agents then secured specimens of Jones’ 
engraving from commercial shops in 
which he formerly worked, finding in 
them amazing similarity to certain char- 
acteristics in the counterfeit. 

Jones was regarded as an accom- 
plished craftsman, but his fondness for 
whiskey removed him from the ranks of 
reliable workmen. He gradually lost 
favor with the profession and began to 










consort with shady characters. In a 
comparatively short time, we arrested 
him in the act of retouching the plates 
from which the counterfeit was printed. 
Investigation revealed he was used as a 
pawn by a group of Italian gangsters 
who picked him up out of the gutter and 
engaged him to embark upon a counter- 
feiting career. His fellow conspirators 
were also arrested and sent to prison 
by the Secret Service. Jones also went 
to prison. With the arrest of this gang, 
this counterfeit faded out of the picture 
almost immediately. Less than two 
years ago, a hand-engraved $5 Silver 
Certificate began to circulate in Provi- 
dence, Rhode Island. To veteran agents, 
it radiated the personality of Billy Jones, 
seeming to flash his actual fingerprints. 
It so happened Jones lived in Provi- 
dence at the time. He now resides in a 
Federal penitentiary under 10-year sen- 
tence, since we arrested him a few days 
after the first appearance of the new 
counterfeit and seized his equipment in 
his home. 

A new order has been developed in 
the graphic arts field in recent years 
with the perfection of modern engrav- 
ing and printing processes. It is now 
unnecessary that a counterfeiter shall be 
a hand-engraver, for the photo-engrav- 
ing industry provides a suitable substi- 
tute. However, in embracing this 
opportunity, the counterfeiter finds a 
stumbling block which renders his work 
ineffective in accurate reproduction of 
the portraits on our currency, the latest 
duplicating devices being incapable of 
transferring to metal plates the deli- 
cately cut engraved lines and shadow 
values which distinguish genuine paper 
money, particularly in the portraits. The 
facial features are coarse and the eyes 
generally lack expression and vitality. 
For this reason, faces on counterfeit 
notes are obviously strange and “un- 
friendly,” echoing the base character of 
their unworthy sires. 

The average bank teller sees daily 
the portraits of Washington, Jefferson, 
Lincoln, Hamilton, Jackson, and _per- 
haps Grant and Franklin, hundreds of 
times. They pass before him in rapid 
review and it is impossible for him to 
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stop and examine minutely the portrait 
on each note. He must accept or reject 
the notes instantly. An experienced 
teller spots instinctively the strange or 
“unfriendly” face on a counterfeit as 
quickly as he identifies the face of a 
stranger before his window. Through 
long years of training he acquires a sort 
of sixth sense which enables him to dis- 
tinguish between good and bad engrav- 
ing and printing. 

But what about the butcher, the baker, 
the candlestick maker? Why are they 
susceptible to the wiles of the counter- 
feiter? When you realize that the gen- 
eral public is ignorant of the quality 
and character of our legal tender, you 
may understand why the average annual 
public loss over a four-year period, 
1933-1937, amounted to $771,000. This 
fraud in 1935 reached the astounding 
figure of approximately one and one- 
quarter million dollars, when counter- 
feiting in this country climbed to an 
all-time high, exponents of this gigantic 
swindle preying upon an unsuspecting 
people and capitalizing on their lack of 
understanding. 


Few People Know Their Currency 


Few people know our currency is 
printed from steel plates engraved by 
hand. Except for the serial numbers 
and Treasury seal, every line, every dot, 
every dash on each note stands up 
clearly and distinctly, the composite 
design representing a challenge to the 
finest steel engraved subject in any art 
salon. These notes are printed on high 
quality distinctive paper impregnated 
with tiny red and blue fibers difficult to 
discern at first glance. These fibers are 
intended to increase the paper’s tensile 
strength and durability, and contrary 
to popular belief they are not placed in 
the paper as a protective feature. The 
lettering on your engraved business or 
personal card shows an upraised sur- 
face. Every note printed by your gov- 
ernment is made similarly and each 
specimen is a gem of the engraving art. 

It seems to be a common habit to 
identify paper money by the large de- 
nominational numerals in each corner: 
the color tone, artistic workmanship and 
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general appearance fail to excite interest 
in one way or another. Most people are 
prone to accept money without any of 
these considerations. 

I am reminded of Tony Spinelli, a 
New Orleans grocer, who caters to a 
clientele which demands the best of 
everything the Old French Market 
affords. Tony visits the wholesale deal- 
ers daily before sun-up to replenish his 
stock, shopping at various booths in an 
honest effort to obtain the choicest items, 
fully aware his customers will inspect 
his offerings for quality and freshness. 
One day, when his strawberries attracted 
more than usual attention, a stranger 
purchased six baskets with a $20 note. 
Now Tony knows his trade personally, 
but occasionally a stranger calls, and 
this strawberry sale failed to impress 
him until a few minutes later, when he 
dispatched a clerk to a nearby bank 
with the $20 note to be changed for 
silver. When the salesman returned 
with the note labeled “Counterfeit,” 
Tony rent the air with a series of choice 
epithets. Like many persons, Tony was 
unaware that counterfeits are passed by 
strangers in 95 out of 100 cases. In 


our educational campaign, we stress the 
warning that nearly all counterfeiters 


are strangers, but that all strangers, of 
course, are not counterfeiters. Since 
his unfortunate experience, I am sure 
Tony is exercising as much care in 
handling his money, in particular money 
submitted by unknown persons, as he 
displays in selecting his fruits and vege- 
tables. He doubtless scans his notes a 
second time to reassure himself that 
none of his currency bears the tell-tale 
distinguishing marks of the “phony” 


bill. 
It Happened in Coalton 
When Frank Sernak came to this 


country many years ago from Poland, 
he established himself in the mercantile 
business in Coalton, a little mining 
community in West Virginia, where his 
customers for the most part consisted 
of Hungarians and Poles employed in 
the bituminous field. Sernak’s weak 
eyes were framed by spectacles carry- 
ing heavy lenses. A poorly dressed man 
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called early one Saturday evening, when 
business was brisk—it was pay day, 
incidentally—and made a few purchases 
with a $20 note which Sernak changed 
in perfunctory manner. Walking away 
nonchalantly, the stranger entered a 
widow’s shop two doors Gnu carry- 
ing a reed basket on his left arm. He 
examined a tray of neckties on the 
counter. A little girl, probably 15 years 
of age, solicited his requirements. “T’]] 
take this one,” he indicated, as he 
handed the tie and a $20 note to the 
youthful sales girl. The tie was priced 
at $2. The girl marveled at his ex- 
travagant taste as she wrapped the 
package neatly and handed it to her 
customer with the proper change. She 
was delighted to have made so large a 
sale in the absence of her employer. 

The stranger, with basket over his 
arm, resumed his shopping tour by 
calling at Max Hertzburg’s butcher 
shop at a time when the owner was at 
dinner. Hertzburg’s two sons were 
waiting on the trade. Loitering about 
until he was approached by the younger 
of the clerks, a lad of 16, the stranger 
inquired: “Can you change a twenty?” 
Receiving an affirmative response, he 
made several purchases and departed 
with a supply of steak, bacon and but- 
ter and $17.30 in cash. He then strolled 
down the dimly lit street until he 
reached an alley in which he abandoned 
basket and contents. When he emerged, 
he turned toward the railroad station, 
elated over his success in disposing of 
the counterfeits so easily. Five minutes 
later, as the train departed. he settled 
back in his seat in the smoker, puffing 
a stogie, and began to develop his plans 
for another such raid on an unsuspect- 
ing community. 

Following their custom. the Coalton 
merchants visited the town’s only bank 
Monday morning to deposit their week- 
end collections. Always the first in 
line, Sernak stood before the cashier’s 
window watching the banker check his 
stack of notes which he flipped deftly 
through trained fingers. All at once 
the cashier stopped to scan more care- 
fully a $20 note. He held it to the 
light and finally studied it under a small 


April, 1942 





magnifying glass. “Sorry, Mr. Sernak,” 
he exclaimed, “you have a phoney bill 
here. The old man was stunned mo- 
mentarily, but his defective eyes could 
now discern the note’s spurious quality 
as he examined the counterfeit. As 
Sernak walked away, the widow came 
in with her meager deposit. The cashier 
resolved to inspect with unusual care the 
funds of other customers, convinced that 
where there is smoke there must also be 
fire. He picked out quite easily in the 
widow’s deposit the $20 note with which 
the stranger purchased the expensive 
necktie. When she realized that she, 
too, had been swindled out of $18— 
more than one week’s profit——she turned 
aside disconsolately, tears streaming 
down her cheeks, muttering words of 
condemnation against the counterfeiter. 
Hertzburg was among the last of the 
bank’s customers to appear. He stood 
silently at the window as the cashier 
withdrew from his stack of notes the 
$20 bill which the younger of his two 
sons accepted from the basket-carrying 
stranger. 

It was again the old, old story of 
failure to examine money carefully. The 
counterfeiter’s shrewd criminal mind di- 
rected his maneuvers on a Saturday 
night with full realization his victims 
could not bank their money until Mon- 
day. He chose Sernak because of the 
merchant’s failing eyesight. 

He selected the widow’s store be- 
cause the only clerk on duty was a little 
slip of a girl, and in the butcher shop 
he waited until he could be served by 
the younger of the two clerks. If his 
victims had given the notes more than 
a casual glance, they would have ob- 
served that the Jackson portrait ap- 
peared to be smudgy and too dark, and 
the border lathework and lettering were 
reproduced in amateur fashion. The 
serial numbers and Treasury seal were 
printed carelessly in an off-color shade 
of green in common with the back of 
the note. The paper was of such in- 
ferior grade that this feature alone 
should have aroused suspicion. 

Following his discovery of the coun- 
terfeits, the banker notified the nearest 
Secret Service office immediately. Steps 
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were then taken by the agent-in-charge 
to issue a descriptive warning notice for 
distribution to bank and police officers 
in near-by cities and towns. Two weeks 
later, in a town less than 100 miles 
from Coalton, a grocer who received a 
warning notice from his bank did not 
like the appearance of a $20 note sub- 
mitted by an unknown customer in pay- 
ment for several purchases. He rushed 
to the front door, locking it securely, 
and telephoned to police headquarters. 
The stranger was so amazed by this 
turn of events he made no attempt to 
escape, officers arresting him a few min- 
utes later with four counterfeit notes in 
his possession. 


Standard Denomination Portraits 


Genuine notes are issued in eleven 
denominations, each carrying a stand- 
ard denominational portrait, as follows: 
$1, Washington; $2, Jefferson; $5, Lin- 
coln; $10, Hamilton: $20, Jackson; 
$50, Grant; $100, Franklin; $500. Mc- 
Kinley; $1,000, Cleveland. $5,000, 
Madison: $10,000, Chase. 

Irrespective of other identifying char- 
acteristics, a note should be recognized 
only by the portrait it bears. If one 
remembers the portraits on genuine 
notes, he will not be deceived by the 
note-raiser who tampers with genuine 
currency, erasing the corner numerals 
and denominational lettering and sub- 
stituting in paint or ink the artistic 
flourishes necessary to increase. for his 
purposes, the original value of the note. 
He may even tear off the corners of 
genuine $5, $10, or $20 notes and paste 
them over the corners of notes of smaller 
denomination. A $20 note carrying the 
portrait of Lincoln must, therefore, be 
a $5 note altered to represent $20, for 
Lincoln’s portrait appears only on a $5 
bill. 

Those misguided persons who turn to 
coin counterfeiting are usually pos- 
sessed of limited means. With a small 
outlay of cash, they are able to pur- 
chase plaster of paris, babbitt metal. 
lead, antimony, tin and zinc. Little 
skill is required to fashion a mold and 
pour molten metal. Counterfeit coins 
are generally light in weight and pro- 
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duce a dull sound when dropped on a 
hard surface. They tarnish quickly and 
have a greasy “feel” when rubbed be- 
tween one’s fingertips. Molded coins 
fail to reproduce accurately the paral- 
lel crevice lines on the rim edge. This 
characteristic is often identified in error 
as the milling is known as the reeding. 
A drop of nitric acid and nitrate of 
silver applied to a counterfeit coin of 
base metal will produce a black spot. 


The First Line of Defense 


We are pleased to acknowledge that 
the banks constitute our first line of de- 
fense. Your tellers occupy the front- 
line trenches and you must rely upon 
their judgment and discrimination in 
determining the quality and character 
of money passing through their hands. 
They perform a meritorious service in 
detecting counterfeits included inno- 
cently in customer deposits. Many new 
counterfeits come to our attention when 
they are discovered first by vigilant 
tellers whom we like to regard as dep- 
uty Secret Service agents pinch-hitting 
for our representatives when the latter 
are not available immediately. Some 


banks, however, doubt their authority 


to confiscate counterfeits from their cus- 
tomers, their reluctance being based 
upon the thought of possible legal ac- 
tion against their institutions. May I 
say that we have clarified this situation 
recently by obtaining full legal author- 
ity for banks to seize any and all coun- 
terfeits coming to their attention, an 
order to this effect having been signed 
October 17 by Acting Secretary of the 
Treasury Herbert E. Gaston. This order 
will save banks any possible embar- 
rasssment by customers who may ques- 
tion their confiscation authority. 

We appreciate sincerely the codpera- 
tion we receive from our banker associ- 
ates. Their assistance stimulates in us 
a deep feeling of gratitude which springs 
from a cordial relationship existing for 
many years. We are especially anxious 
to work with and through the American 
Institute of Banking, before many of 
whose chapters we have already fur- 
nished lecturers to supplement our 
sound motion picture “Know Your 
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Money,” which has been exhibited 
16,595 times to date before more than 
5,806,000 persons, including more than 
3,514,000 school children. Our 32. 
page illustrated booklet “Know Your 
Money” has been acclaimed by thou- 
sands of public school officials as an 
educational instrument filling a long. 
felt want. This booklet, already ac- 
cepted as a textbook in many high 
schools, is a major factor in new meth- 
ods adopted by the Secret Service in 
fighting counterfeiting through educa- 
tion instead of the age-old pocedure of 
prosecution. 

In closing, may I cite again the aver- 
age annual loss of $771,000 from coun- 
terfeit notes for a four-year period 
1933-1937, and point to the public loss 
of $91,097 during the fiscal year ended 
June 30, 1941, this representing a de- 
crease of $54,547 over the previous 
fiscal year. The banking fraternity’s 
enthusiastic support of our educational 
program has been a potent force in this 
remarkable reduction, and we ask your 
continued assistance in our common re- 
sponsibility of preserving the integrity 
of the monetary system. 


BANK ACCOUNTING AND 
AUDIT CONTROL 


By 
JAMES E. POTTS 


Auditor, First National Bank, Boston 


This book is a study of accounting 
and audit control as applied to bank- 
ing. It starts with a typical state- 
ment of a large bank. This is broken 
down into a more detailed list of ac- 
counts and each account is then 
traced back to the transactions which 
gave rise to it. In doing so the ac- 
counting procedure involved is studied 
and also the audit control factors 
which may be applicable in each case. 


‘$4.00 


BANKERS PUBLISHING CO. 
465 Main St., Cambridge, Mass. 
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War Economy 


... In Canada 


URING the past two years Canada 

has undertaken one of the most 

extensive war production pro- 
grams ever attempted in so short a 
time by a nation its size. Nearly all 
the workers classed as “employable” 
in normal times are now at work, along 
with a considerable number who would 
not ordinarily be working for salaries 
and wages. The national income has 
substantially increased, over half of 
the total being in wages and salaries. 


War Finance 


Total war spending in the fiscal year 
April 1, 1941, to March 31, 1942, has 
been estimated at $2,350,000,000, the 
exact amount depending on _ undeter- 
minable factors. Expenditures shown 
for other years in Table I offer inter- 
esting comparisons. 

As a result of this evolution the 
Canadian bond market in the U. S. and 
Canada is at the highest level since the 
outbreak of the war. Higher prices pre- 
vail not only on U. S. dollar bonds but 
also on internal Canadian obligations in 
terms of U. S. dollars. The unofficial 
discount on the Canadian dollar is very 
close to the official rate of 9.91 per cent, 
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and the differential between prices of 
internal obligations in Canada and this 
country is gradually narrowing. 

In striking contrast with the Canadian 
bond market in the U. S. and Canada, 
and the similarity between the Toronto 
and Dow Jones industrial averages is 
the trend of Canadian stock prices on 
the N. Y. Stock Exchange, N. Y. Curb 
Exchange, and those traded over-the- 
counter in the U.S. Prices of Canadian 
stocks in the U. S. today are approxi- 
mately 35 per cent below the September, 
1939, level. One of the reasons for this 
unusual situation may be found in the 
regulations of the Foreign Exchange 
Control Board, which stipulate that 
American holdings of Canadian stocks 
purchased either in Canada or the U. S. 
prior to January 8, 1940, or purchased 
in the U. S. subsequent to that date can- 
not be sold for cash in Canada. As a 
result an independent market has de- 
veloped for Canadian stocks in the 
U. S. Restrictions of the Board will 
probably not be relaxed until a perma- 
nent solution to ‘Canada’s foreign ex- 
change problem has been achieved. 


TABLE I* 
Canada’s War Expenditures 


(in millions) 


*Fiscal years 


i ststvisinsiinaninnsianiunninnta 1,600** 


**Including aid to Great Britain 
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TABLE II 
War Costs Financed by Taxation 


1914-1918 
Canada AT% 
RCE IU AIMIED as cssccsenccccsceiccsciccasineasene 
United States 


*54% if aid to G. B. included 


The data shown in Table II indicate 
to what extent war costs are being met 
by taxes in contrast with 1914-1918. 

A satisfactory solution to the corpor- 
ate tax problem seems to have been 
worked out. Corporate earnings in 1941 
were at a rate of 120 per cent of 1940 
earnings before taxes, but after 1941 
taxes were deducted earnings approxi- 
mated those of 1940. Increases in cor- 
porate profits over standard pre-war 
rates are subject to a tax of 7914 per 
cent. If any company increases its 
profits because of war conditions the 
Dominion Treasury will derive nearly 
all the benefits. 

Since the outbreak of the war Canad- 
ians have also loaned their government 
nearly $1.500,000,000 in return for war 
bonds and savings certificates. In terms 
of relative national incomes, this sum is 
equivalent to $23.000,000,000 in the 
U. S. All three war loans have been 
oversubscribed. Interest has been held 
at a low rate and there are no tax free 
war bonds. The new $600,000.000 
Second Victory Loan books were opened 


February 16th. 
Price Control 


Canada is economically and psycho- 
logically suited to drastic controls, first 
because that nation has been at war for 
more than two vears, and second be- 
cause taxes are high and profits and 
returns to shareholders are diminishing. 
If prices can be controlied to a reason- 
able extent the cost of the war will be 
reduced, and the post-war depression 
will be alleviated. Under a peace time 
economy such a measure would have 
less chance to succeed. 

Over 200,000 manufacturers, retail- 
ers, and wholesalers have been operat- 
ing under a licensing system since De- 
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cember 1, 1941. The action of the 
Canadian government is most commend- 
able. Piecemeal controls during the 
past two years have not worked and a 
more stringent policy was imperative in 
the attempt to control production and 
distribution of goods and_ services. 
Prices cannot be charged higher than 
the price level for the particular com- 
modity in the four weeks previous to 
October 11, 1941. 

The Wartime Prices and Trade Board 
will not have to take an alleged violator 
to court to prove prices unfair, and this 
will facilitate successful operation of the 
measure. Instead, its agent will simply 
have to say, “watch out or you will lose 
your license.” Which means, “your 
business will be closed if you do not 
codperate.” 

Since the war began the cost of liv- 
ing has risen more than 13 per cent in 
Canada. However, this should not be 
considered alarming, considering the 
depressed pre-war level of prices, par- 
ticularly farm products. 

The task of administering the meas- 
ure is one of the most difficult problems 
ever to confront an administrative 
board. A staff of possibly 5,000 in 
Ottawa will eventually be needed. Offices 
will have to be set-up in every centre 
with 10,000 population or more. If 
an organization of this size is needed 
to control prices in a country of 11, 
500,000 people, what personnel would , 
be needed to administer such a meas- 
ure in the U. S. with 130,000,000 
people, and a national income of $90 
billion in contrast with Canada’s $6 
billion? 

In the early stages of the war, in 
order to provide war industries with an 
adequate supply of raw materials and 
at the same time prevent an undue rise 
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in prices, Ottawa pursued two related 
policies. On the one hand, certain 
formal restrictive measures to conserve 
raw materials and foreign exchange 
were taken, and from time to time 
specific rulings or informal agreements 
with industry were utilized to conserve 
some particular commodity; on the 
other hand, by taxing and borrowing 
from the public, it was possible to hold 
down total civilian spending reasonably 
close to the pre-war level. These poli- 
cies were supplemented by measures to 
increase domestic production and im- 
ports where possible, to regulate exports 
where necessary, and to create an en- 
lightened public opinion. Generally, 
these policies were marked by a mini- 
mum reliance on over-all coercion. 

But the situation materially changed. 
Rapidly growing war industries and 
expanding armed forces made increas- 
ing demand on raw materials, and 
because of shipping conditions and the 
very heavy consumption of raw mate- 
rials by the rapidly expanding U. S. 
program, these supplies in certain in- 
stances became more difficult to get 
than formerly. More direct controls of 
production and consumption were in- 
evitable. It is well understood that pre- 
vention of inflation has been a central 
principle of econorfiic policy, and it has 
been to achieve this as much as to pro- 
vide war industries with the needed 
materials, that more direct controls were 
instituted. 

An interesting example of the Board’s 
work in the price field is the adminis- 
tration of rent control. Rents are 
“pegged” as of a certain date, and both 
landlords and tenants are provided with 
detailed information on rentals. For 
those who are unable to obtain satisfac- 
tion as a result of this instruction, courts 
operate to hear appeals. 

It is also significant that imported 
goods do not, in general, cost the Cana- 
dian importer more than is appropriate 
in relation to the retail ceiling prices. 
Subsidies have been part of the new 
Ottawa imports policy since the law 
went into effect last December. This 
action was necessary in order to main- 
lain the price ceiling plan. However, 
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The accompanying article is a 
study of Canada’s war econ- 
omy and the measures taken not 
only to utilize the complete re- 
sources of the Dominion but also 
to avoid, if possible, post-war 
economic dislocations. 

Dr. Cartinhour has been in- 
terested in Canadian affairs for 
many years and has served as 
the New York correspondent for 
the Financial Post of Toronto. 
He is an assistant professor of 
economics at Hunter College in 
New York City. 


subsidies are not payable on goods im- 
ported for war purposes. In order to 
avoid handicapping war production in 
any way, such imports are excluded 
from the regulations. 

Imported goods are not eligible for 
the subsidy if such goods can be ob- 
tained in Canada, in sufficient volume 
and at reasonable prices. Any large 
increase in the volume of imports of 
any particular kind of goods is consid- 
ered sufficient evidence that the subsidy 
is excessive. 


Labor Control 


Steps which have proven satisfactory 
to meet the situation have been taken 
to improve management-labor relations 
and effect a proper adjustment of wages 


to wartime conditions. The regulations 
making it illegal to call a strike in a 
war industry before a conciliation board 
hears the case and brings in a finding. 
and unless a vote has been taken under 
the supervision of the Labor Depart- 
ment and a majority of those eligible to 
vote want to go out on strike, have been 
very effective. Strong action by the Gov- 
ernment was necessary in only a few 
cases during 1941. 

The cost of living bonus gives labor 
a shield against the worst consequences 
of rising prices, without causing further 
increases in wages which would fac'li- 
tate inflation. It is in line with the 
policy of controlling prices and rents, 
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and restricting profits. The same sys- 
tem is to be followed when the cost of 
living is on the decline. There is no 
attempt to discourage workers from 
leaving jobs, nor is there any sugges- 
tion that a worker may not be promoted 
to another job where he receives higher 
wages. 

Bonuses are adjusted on a quarterly 
basis and all complaints are first made 
to regional boards. Managerial and 
executive salaries have been frozen at 
the rate established and payable on or 
before November 7, 1941, and increases 
require the approval of the Minister of 
National Revenue if they would bring 
the total salary above $7,500. 

Average money wages are higher than 
they have ever been in Canadian history 
with one exception. In 1920 wages 
were about two per cent higher than 
today, but the cost of living was 50 per 
cent higher. Present day conditions for 
labor also compare favorably with 1929. 
Wage rates are about four per cent 
higher and the cost of living is five per 
cent lower. The recovery in wages 
which first appeared in logging and 
saw milling and in common factory 
labor in 1934 and extended to all 
groups in 1935 has continued since that 
time. In 1939 the general rise in wage 
levels was slight, only one-half of one 
per cent, but in 1940 and 1941 the 
upward trend was much more pro- 
nounced, reflecting the greater industrial 
activity resulting from war orders. 


Foreign Exchange Control 


Foreign exchange control legislation 
enacted in September, 1939, represented 
the first official restrictions on foreign 
exchange transactions in the history of 
Canada. During the last war no such 
action was considered necessary. Seri- 
ous problems regarding exchange con- 
trol are involved because of the close 
relationship of Canadian and American 
industry, and the importance of other 
international transactions in the econ- 
omic life of Canada. The main job of 
the Foreign Exchange Control Board is 
to maintain a supply of foreign ex- 
change, especially U. S. dollars. 

In July, 1940, Canada ceased to per- 
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mit the sale of U. S. dollars to Canad. 
ians for pleasure travel abroad. It was 
a necessary choice between buying holi- 
days or buying war supplies in the 
U.S. A substantial saving of exchange 
has been effected. Finally, the importa. 
tion of a long list of non-essential con. 
sumer’s goods was prohibited. Ex. 
change acquired in these and other mis. 
cellaneous ways helps to service Can- 
ada’s debt payable in foreign currencies 
and cover other necessary external dis. 
bursements. 

Because of increased purchases in the 
U. S., Canada reeds more U. S. dollars 
than ever before. Gold shipments from 
Canada to the U. S. will probably take 
care of the excess in interest and divi- 
dends paid on Canadian securities held 
in the U. S., and the U. S. securities held 
in Canada. The excess in 1940 was 
$201,000.000, and the 1941 difference 
is about the same. 

Under the Hyde Park agreement 
goods exported to Canada from the U. S. 
which eventually go to Great Britain 
are sent under the lend-lease act and 
Canada does not have to provide U. S. 
dollars to pay for them. This will in- 
crease to substantial amounts in the 
future. Totals for November and De. 
cember, 1941, are relatively insignifi- 
cant because the new procedure has not 
as yet been extensively developed. 
United States purchases of war materials 
in Canada under the new pooling of 
resources will increase and, together 
with the relief from providing exchange 
for goods used in producing munitions 
for Great Britain, may relieve the ex- 
change situation as the months go on. 

Since the outbreak of the war about 
$225,000.000 of the adverse balance has 
been eliminated by the sale of Canadian 
holdings of American assets. Ottawa 
still has the holdings of its nationals in 
American securities, which could be put 
up as security for a loan from the Re 
construction Finance Corporation, as 
did Great Britain. They total about 
$1,400,000,000. 

Great Britain has been unable to meet 
all obligations to Canada, transferring 
less than 35 per cent of the amount due 
in gold during the last fiscal year. 
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Canada has financed the remainder by 
the repatriation of Canadian securities 
held in Britain, and by accumulating 
sterling balances in London. It is 
understood that England has not sent 
any gold to Canada since December, 
1940, and the Dominion is at present 
making Canadian dollars available to 
Great Britain for the full amount of her 
deficit. 

The sterling credits piling up in Lon- 
don represent the value of the goods 
shipped from Canada to Great Britain 
less the goods shipped from Great 
Britain to Canada and the expense of 
maintaining Canada’s fighting forces 
overseas. Finance Minister Isley has 
estimated that with the credits accumu- 
lated before this year, the total will be 
around $1,000,000,000, by March 31, 
1942. 

The principles governing the various 
phases of Canada’s war economy dis- 
cussed in this article are intended to 
effect a more economic, more efficient, 
and more coordinated utilization of the 
resources of the Dominion, and at the 
same time reduce the post-war economic 
dislocation consequent upon the changes 
which that economy is now undergoing. 
The desirability of working toward each 
of the objectives outlined cannot be 
questioned. There may be disagreement 
on their relative importance. However, 
disagreement on practical measures is 
due more to differences of opinion 
about facts than from differences about 
basic policy. 

© 


IT is difficult to assume that any meas- 
ures will be undertaken to expand credit 
to the extent that it will exhaust our 
resources as it is to assume a virtually 
complete collapse of government credit, 
its power to tax, and the abandonment 
of all reason by business, banks, the 
Federal Reserve and the Treasury. If 
this is ever to happen, which seems in- 
conceivable, it will be years hence. It 
would be senseless to base any’ present 
credit assumption on the basis that it 
will happenWarren B. Unbehend, 
President, Lincoln National Bank & 
Trust Company, Syracuse, N. Y. 
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WHAT CITY 


receives the 


World’s Largest 


In 1910 and 1941 Cleveland im- 
ported the largest ore tonnage of 
any city in the world—more than 
TWELVE AND A HALF MILLION 
TONS last year. Every indication 
points to a still greater tonnage for 
1942. 
In steel production—as in aircraft parts, 
machine tools, and many another vital 
war industry—Greater Cleveland stands in 
the forefront of America’s victory drive. 
For prompt handling of collections and 
transit items in this important industrial 
region, we invite you to use the complete 
facilities of this bank. 


CENTRAL 
NATIONAL BANK 
of Cleveland. 


EDERAL 





How Supervisors View 


“Other Real Estate” 


MAGINE, if you will, all that could 
be said about our real estate prob- 
lems of supervision and their solu- 

tion from the historical or economic 
viewpoint or in connection with any of 
the following questions: 

What changes, if any, in the invest- 
ment policies of our banks would be 
beneficial? 

Should supervisory requirements as 
to accounting systems, audits, reports 
and examinations, with reference to 
mortgages and real estate, be tightened? 

What treatment should be given real 
estate as an asset, bearing in mind such 
matters as costs of acquisition, costs of 
administration, book values, appraisal 
values, probable selling costs, and in- 
come and expense, including deprecia- 
tion, obsolescence and decentralization? 

What are the laws of the various 


Every piece of real estate 
owned by any bank may be put 
in one or two classifications— 
that of banking premises or that 
of ‘‘other real estate.’’ Most of 
the problems for both banks and 
bank supervisors arise from the 
handling of ‘‘other real estate.’’ 

In the accompanying article 
the New Jersey Commissioner of 
Banking and Insurance discusses 
this problem from the super- 
visors’ point of view. 

It is based on an address be- 
fore the National Association of 
Supervisors of State Banks. 


By Louis A. Reilly 


Commissioner of Banking and Insurance of 
New Jersey 


jurisdictions and what is the practice 
and experience of their supervisors in 
dealing with the problems? 

What about accumulation of reserves 
as against payment of dividends? 

What: should be the sales policy of 
our banks? 

What effect has taxation on the solu- 
tion of our real estate problems and 
what should be done about it? 

What has been done by Federal agen- 
cies to help us solve our real estate 
problems? 

What has been the effect of the war 
in Europe and our national defense pro- 
gram on these problems; and what of 
the future? 


Experience of Other Supervisors 


In preparing this paper I wrote a 
letter to each of the other supervisors 
throughout the country, requesting brief 
outlines of individual experiences and 
thoughts on the subject. 

The supervisors of forty-three of the 
states replied as requested; but some 
of them indicated that they did not want 
their material, if used by me, to be iden- 
tified as coming from them. There 
fore, for more than one reason, my re 
marks will be general; and, by the 
same token, few of them will be origi- 
nal. In large part, I will be giving 
back to you collectively what you have 
separately given me. 

Every piece of real estate owned by 
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any bank may be put in one or two 
classifications—that of banking premises 
or that of other real estate. 

As to the first classification, the in- 
yestment in banking premises necessary 
for efficient operation, is considered a 
satisfactory bank asset; and it seems to 
be the practice to consider banking 
premises as including the building and 
vaults used wholly or partly in the con- 
duct of the banking business; but, as in 
the case of other real estate, adequate 
charge-offs should be made for deprecia- 
tion, obsolescence and decentralization. 

When buildings to house banks are 
being planned, there are often argu- 
ments, pro and con, concerning the wis- 
dom of providing, in addition to bank- 
ing quarters, space for tenants as a 
source for revenue; but, no two banks 
being alike with reference to location 
requirements, finances and other circum- 
stances, the problem in each case re- 
quires individual attention. 

“Other real estate” is the classifica- 
tion in which is found the subject mat- 
ter of most of our problems. All of the 
states have or have had these problems; 
but no two of the states have had them 
to the same extent, nor did these prob- 
lems all have their beginnings at the 
same time or result from exactly the 
same causes. 


Problem 


Here are some of the causes of these 
problems as explained by various state 
supervisors. 

Says one: 

“During the World War years of 
1914 to 1918, the steadily increasing 
prices paid for agricultural products, 
and the constant demand for increased 
production led to the development of 
marginal and sub-marginal lands and to 
an inflated value for all farm land. 
The value of urban properties was simi- 
larly inflated. Beginning with 1920, 
prices of agricultural products de- 
creased to a point where marginal lands 
could no longer be operated at a profit, 
and the inflated value of farm proper- 
ties in general could not be supported 
by the income obtainable. The inflation 
of urban property values continued in 


The ‘‘Other Real Estate’’ 


many cases through the ‘big boom’ 
years which ended in the crash of 1929. 

“During the war years, banks coéper- 
ated with the national program by mak- 
ing liberal loans on farm land. City 
banks went far afield in seeking an out- 
let for deposits, which increased enor- 
mously. In making real estate loans, 
it was then the custom to look primar- 
ily to the security and to give little 
thought to the problem of final pay- 
ment. Loans were ordinarily made on 
a flat basis and renewed as long as 
reappraisals showed a satisfactory mar- 
gin of security. 

“Deflation in value of farm proper- 
ties began as early as 1920 and was 
fairly continuous thereafter. Many 
banks acquired a considerable volume 
of country real estate in the years prior 
to 1929. After the beginning of the 
period of depression, all real estate 
values shrunk rapidly and banks ac- 
quired a large amount of other real 
estate from borrowers whose economic 
condition made it impossible for them 
to service or pay their loans.” 

Says another: 

“The realty problems in our state are 
altogether different from those of the 
more densely populated states, due en- 
tirely to the different classes of realty 
involved. Ours is chiefly ranch prop- 
erty accumulated during the years of 
drought. grasshoppers, mormon crickets. 
army worms, and numerous other ‘what- 
nots’ too numerous to mention—while 
banks of the more densely populated 
sections acquired a large amount of sup- 
posedly good rental property with high 
taxable value during the depression, the 
rents were nil while the accumulation of 
taxes and other fixed charges resulted 
in heavy charge-offs on all realty hold- 
ings.” 

Says a third: 

“Our chartered banks acquired a con- 
siderable amount of real estate in a 
large measure located in the midwest, 
south, and southwest. . . . I think one 
of the difficulties has been a psychologi- 
cal one on this point. They have con- 
sidered real estate to be an investment 
rather than the salvage of whatever is 
possible of an undesirable loan.” 
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Three, whose problems involve farm 
lands, have this to say: 

1. “The real estate problems of our 
state banks predominantly consist of 
farm lands.” 


2. “Some few years back, the banks 
were in the habit of taking a few farm 
loans, and during the years from °30 to 
’36 had to take over some of the proper- 
ties on which the loans were made.” 

3. “Our real estate problem is per- 
haps quite different than yours because 
during the °20’s farm lands increased 
in value and loans were made on these 
inflated values. In many cases loans 
were made in excess of the actual pro- 
duction of the land in so far as meet- 
ing interest and annual payments on 
the loan.” 

Six others, who do not refer particu- 
larly to the character of the real estate 
with which they are concerned, have 
this to say: 

1. “Unwarranted optimism has led, 
in many cases, to unwarranted expendi- 
tures for improvement, retention of 
properties with resulting operating loss, 
failure to accept reasonable purchase 
offers, and sales with insufficient equity 
on the part of the purchaser to assure 
his continued interest in the property 
in the face of failure of expected im- 
provement in income to materialize.” 


2. “It has been my experience that 
as a general rule the managing officers 
and perhaps a majority of the directors 
are prone to feel that the real estate 
acquired can be sold without loss to 
their institution and that the asking 
price is generally above the normal 
value of like property.” 

3. “ ‘Other Real Estate’ has become 
a problem in many banks which have 
far too large a proportion of their 
assets tied up in this non-liquid invest- 
ment. Greater effort must be made to 
correct this situation. Numerous banks 
are paying dividends under circum- 
stances where a smaller dividend or no 
dividend at all should be paid. The 
strengthening of the capital structure 
or the setting up of ample reserves is 
in many instances more important, in 
the light of present conditions and com- 
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ing events, than is the amount or pay. 
ment of a dividend.” 

4. “A demand for the ‘Real Estate 
Owned’ in some sections of the country 
is sadly lacking.” 

5. “We, too, have had some problems 
with real estate, due to the fact that our 
state law provides for an 18-month 
period of redemption.” 

6. “The difficulties with which the 
real estate department is confronted can 
often be traced to weaknesses in mort- 
gage administration. It is our opinion 


that a very substantial portion of the 
losses which real estate ownership has 
entailed is due to errors in handling 
the mortgages before foreclosure.” 


Suggested Solutions 


And now let us give our attention to 
some of the solutions of these problems 
set forth in the letters of our state 
supervisors. 

But, before getting down to particu- 
lars, it may be well to make some gen- 
eral observations: 

First. At least twenty-one of our 
state supervisors have completed or 
practically completed the solution of all 
of their real estate problems to date; 
and no less than an additional sixteen 
are making satisfactory progress. 

Second. Almost all of our state su- 
pervisors are receiving the codperation 
of the banking institutions under their 
jurisdictions. 

Third. A majority of the states have 
laws limiting the time “other real es 
tate” may be held; and these laws, as 
much as any other single factor, seem 
to account largely for the success of 
programs to liquidate or eliminate this 
asset. So far as I have found out, the 
time limited by most of these laws is 
five years (although in one state it is 
one year, in another two years, and in 
four others ten years), with a provision, 
apparently in each of the laws, that the 
supervisory authority may extend the 
period. 

All of these observations concerning 
the laws of the states, the codperation of 
the banks and the progress made in the 
solution of our real estate problems, 
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are based on the letters received by me 
from the various state supervisors; and 
they are made at this point so that the 
following excerpts quoted from these 
letters may be better appreciated. 

Every one of these letters suggests a 
solution of some sort, but the sugges- 
tion in most cases is that “other real 
estate” be eliminated as an asset from 
the books of the banking institutions 
by sale or charge-off under the author- 
ity of the statutes of their respective 
states limiting the time of holding 
“other real estate” or prescribing the 
terms on which it can be held. It would 
be impracticable to here quote from 
each of these letters; and the following 
excerpts, arranged and numbered arbi- 
trarily, are taken from some of the let- 
ters that appear to give the subject the 
most thorough treatment. 

1. “The lessons that we have learned 
from the experience of the last thirty 
years might perhaps be summarized as 
follows: 

Real estate loans should not be predi- 
cated on temporarily inflated values. 

Loans on marginal or sub-marginal 
lands should be avoided. 

Inflation of values by competition be- 
tween country banks and city banks, 
which go out of their own territory to 
invest surplus funds, should be discour- 
aged. This is a difficult problem. 

Loans on vacant or unproductive real 
estate are generally undesirable. 

Loans on special purpose buildings 
like motion picture theaters, hotels, etc., 
should not be made by a bank unless 
payment is assured from some source 
other than the property itself. Loans 
on residence properties should be regu- 
larly amortized on a monthly basis com- 
parable to rent, and on other income 
properties should be amortized out of 
earnings over a reasonable period of 
time. 

Real estate acquired should ordinarily 
be sold without undue delay, even at 
some sacrifice, instead of being carried 
at a loss in the hope of a speculative 
profit. 

Properties not sold within a reason- 
able time should be written off, or 
amortized by annual write-offs.” 
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**A letter shall be written, 
requesting each bank to appoint 
a committee composed of about 
three directors or stockholders 
to appraise the bank’s other real 
estate holdings, and to compile 
a schedule of such holdings list- 
ing each individual parcel separ- 
ately; giving its book value, 
physical description of the prop- 
erty, appraised value, amount 
of insurance carried, gross an- 
nual income and annual expense, 
and what prospects exist for 
disposition of same, and/or what 
program is in effect or contem- 
plated for depreciating or amor- 

i the bank’s 


2. “In the case of each type of insti- 
tution, the holding period for real es- 
tate acquired for other than banking 
house purposes is limited to five years, 
with the proviso that with the consent 
of this commission, the holding period 
may be extended for an additional term 
of not to exceed five years. Property 
not disposed of through bona fide sale 
must be eliminated from the books 
through charge-off five years from date 
title becomes absolute or at the termi- 
nation of any extension granted, as the 
case may be. 

“In dealing with applications for ex- 
tension of holding period beyond the 
first five-year period permitted by stat- 
ute, it is presently our general policy 
to require a write-down of not less 
than 20 per cent of the carrying value 
for each extension granted and to limit 
each extension to a one-year period. 
This, in effect, results in appropriation 
of funds annually to amortize possible 
charge-offs of real estate within the 
maximum holding period. Otherwise 
earnings might be appropriated for 
dividend purposes at the expense of es- 
tablishing adequate reserves. Such 
program tends to encourage immediate 
disposition of real estate and to dis- 
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courage speculation, since in event of 
sale, recoveries and/or profits may be 
taken only as liquidation is actually 
accomplished.” 

3. “A letter shall be written request- 
ing each bank to appoint a committee 
composed of about three directors or 
stockholders to appraise the bank’s 
other real estate holdings, and to com- 
pile a schedule of such holdings (copy 
of which to be furnished this office), 
listing each individual parcel sepa- 
rately; giving its book value, physical 
description of the property, appraised 
value, amount of insurance carried, 
gross annnual income and annual ex- 
pense, and what prospects exist for dis- 
position of same, and/or what program 
is in effect or contemplated for depre- 
ciating or amortizing same on the bank’s 
books. This information is to be re- 
viewed periodically, revised as condi- 
tions change, and retained permanently 
in the bank’s files.” 

4. “I feel that the bankers in our 
state have learned a lessson and they 
will keep their sights a little lower dur- 
ing this period than they did in the 
early ’20’s. Our crop outlook is excel- 
lent this year and the farmers’ income 
is quite substantial. Much liquidation 
is taking place, and as suggested by Mr. 
Crowley, we are urging our banks to 
dispose of their real estate within the 
next year or two. It is our opinion that 
prices which prevail now, or will pre- 
vail in the near future, will not be ex- 
perienced for some years to come.” 

5. “We instruct our examiners to es- 
pecially bear down on this charge-off 
program during periods of good times 
when our banks are showing good 
profits.” 

6. “It is our policy when the exam- 
iner’s report discloses that a bank has 
Potential Other Real Estate to insist 
that the 20 per cent write-down be ap- 
plied before the bank actually acquires 
title to the property. This procedure 
brings the problem of Other Real Estate 
more forcibly to the attention of the 
management and impresses them with 
the necessity of disposing of the prop- 
erty within ‘the statutory period, or the 
setting aside reserves to cover deprecia- 
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tion. For a period of years it has not 
been practical to force banks to sacri. 
fice Other Real Estate, and we have con. 
tinuously stressed the amortization pro- 
gram, in particular, where the income 
of the property was sufficient to cover 
carrying charges and possibly a small 
return on the investment. This amor. 
tization program does not permit the 
distribution of the bank’s earnings jn 
dividends, but it does conserve the prop- 
erty for the benefit of the stockholders 
in the event values increase, the bank 
voluntarily liquidates, or in case of re- 
ceivership.” 

7. “The situation here is quite simi- 
lar, I am sure, to that which exists in 
other states in that all classes of our 
banking institutions, namely, mutual 
savings banks, commercial banks and 
loan and building associations, have an 
excessive amount of real estate hold- 
ings. Under our present existing law 
the department is more or less helpless 
so far as being able to take what would 
seem to be the necessary steps to force 
banking institutions to liquidate their 
real estate holdings. The only statute 
which we have dealing withthe matter 
is one that enables the department to 
require that banking institutions charge 
down out of current earnings their real 
estate holdings to market. This, of 
course, does not accomplish the desired 
results. The department has continu- 
ally criticized banking institutions for 
their excesssive real estate holdings, and 
through bulletins and otherwise has 
recommended that aggressive action be 
taken to eliminate this asset. I am 
frank to say, however, that the depart- 
ment’s efforts have not up to date ac- 
complished results. 

“It would seem, therefore, that if the 
problem of excessive real estate hold- 
ings of banking institutions here is to 
be solved that additional legislation 
should be enacted, perhaps along the 
lines of allowing banking institutions to 
hold newly acquired real estate for a 
certain definite period, after which time 
charge-offs should be made which will 
entirely eliminate the asset within a defi- 
nite period.” 

8. “This department has had a com 
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tinuing policy for the past five years of 
urging the banks to liquidate this real 
estate even at a substantial loss against 
book value. 

“Concurrently with this program we 
are urging that all banks dispose of any 
new acquisition of real estate at once 
and are trying to have the banks view 
the acquisition of real estate as a salvage 
operation rather than as an investment, 
which it seldom ever proves to be. 

“At the present time this department 
js extending for two years only permis- 
sions to hold real estate even though the 
law gives the authority for five years’ 
extension. We feel there is no time like 
the present in disposing of this problem.” 

9. “As we look upon it, the manage- 
ment and liquidation of real estate ac- 
tually in possession is but a small 
part of the responsibility which real es- 
tate conditions impose on those charged 
with the administration and the super- 
vision of savings banks. The only 
source of real estate ownership is the 
mortgage account. We therefore look 
upon the two forms in which the sav- 
ings banks are involved in the real es- 
tate situation as merely book differentia- 
tions. Consequently, we group real es- 
tate in possession with the mortgages for 
consideration in examinations and for 
study by department officials. The 
Banking Law in this state takes cog- 
nizance of real estate owned and mort- 
gage investments in that the statute pro- 
vides that the total of both must be de- 
termined for certain purposes of the 
law.” 


F. D. I. C. Policy 


In this connection, the following 
paragraph, quoted from the Report to 
Insured Banks by Federal Deposit In- 
surance Corporation under date of June 
30, 1941, is interesting: 

“The corporation strongly urges all 
insured barks in periods of generally 
good business like the present to elimi- 
nate non-banking and substandard as- 
sets from their books, either by sale or 
by charge-off. It is particularly impor- 
tant that the management of banks with 
substantial proportions of such assests 
take steps to improve their position at 
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‘Our banks appear to be in 
excellent shape for almost any 
eventuality; but it is not likely 
that our bankers will be im- 
pressed by such things as war 
booms or any speculative induce- 
ments incident to or resulting 
from war. ... Bankers are real- 
ists; and they appreciate that 
the future safety and welfare 
of our institutions and our en- 
tire nation will depend greatly 
on how well we apply the lessons 
of our experiences to our pres- 
ent problems.’’ 


every opportunity. Unwillingness to 
sell such asssets at current market level 
merely because the prices obtainable 
may be below book values is likely to 
prove shortsighted. Conservative pol- 
icy requires continuous disposition of 
all assets involving an unreasonable 
degree of risk, in order to assure max- 
imum preparation for whatever un- 
known hazards lie in the future.” 

A summary of all of the foregoing 
remarks concerning the causes and solu- 
tion of our real estate problems might 
now be made—after the manner of the 
negro preacher, who, when asked for 
the secret of a fine sermon, said, “Well, 
I gets up and tells °em what I’m going 
to tell °em—and then I tells *em—and 
then I tells *em what I told ’em.” But 
each of us is responsible for the super- 
vision of his own state’s banking situ- 
ation; and, since this differs in many 
respects from that of every other state, 
it is probably best that each of us draw 
his own conclusions and decide for him- 
self what application anything that has 
been said here may have to his partic- 
ular stewardship. 


The New Jersey Situation 


We in New Jersey still have our real 
estate problems, but we are making sat- 


isfactory progress with them. During 
the first six months of the present year, 


real estate of more than $10,000,000 
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The Practical Operation 
of a 


Small Bank’s Credit 


Function 


By 
JOHN WETZEL 


Comptroller, 
The Bayside National 
Bank, Bayside, N. Y. 


ERE at last is a book on bank 
credit procedure for the use of 


. smaller banks. In writing it the 
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author had in mind the small 
interior bank with total assets of 
from one to ten millions, employ- 
ing in its credit department a 
maximum personnel of an execu- 
tive officer and one or two clerks. 


It is intended to be a manual of 
operations ——a manual that will 
meet the restrictions of a small 
bank’s credit facilities and yet be 
consistent in its recommended 
procedure with good credit man- 
agement practices and able to 
stand the test of bad times with a 
minimum of loss. 


Send for a copy on 5 days’ 
approval and judge for yourself its 
every-day usefulness in your bank. 


Price $1.75 delivered 


BANKERS PUBLISHING COMPANY 
465 Main Street, Cambridge, Mass. 


Please send me on approval a copy of 
“The Practical Operation of a Small 
Bank's Credit Function” by John Wet- 
zel. At the end of 5 days I will either 
remit $1.75 or return the book. 


} 
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was disposed of by our banking instj. 
tutions. 

When I took office about three and 
one-half years ago, it was evident that 
changes and adjustments should be 
made in the investments and financial 
structures of a number of our banking 
institutions. A program of correction 
was promptly undertaken by the de. 
partment; and this program, with the 
coéperation of substantially all of the 
institutions affected and the very ef. 
fective aid of the Federal Deposit In. 
surance Corporation and the Recon. 
struction Finance Corporation, has been 
practically completed. 

Many of us of the banking profession 
can remember the economic, financial 
and banking conditions of ten years 
ago, shortly after the depression struck 
—can remember the conditions of 
twenty years ago, following the end of 
the last World War and preceding the 
boom—can remember the conditions of 
the period during which our country 
was engaged in the World War—and, 
before that, the conditions of the period 
between the very beginning of that war 
and the entry of our country into it. 
Today, matters in Europe appear to be 
far more serious than they were in the 
days before our country entered the last 
World War: and it is lucky that so 
many of us who were then old enough 
to understand the lessons taught by the 
events of those unfortunate times are 
still young enough to be able to apply 
them. 

Our banks appear to be in excellent 
shape for almost any eventuality; but 
it is not likely that our bankers will be 
impressed by such things as war booms 
or any speculative inducements incident 
to or resulting from war. 

However, the present war cannot be 
ignored. Like its predecessor, it teaches 
lessons—lessons concerning prepared- 
nesss and our national security: and in 
these lessons bankers are vitally inter- 
ested. They are realists; and they ap- 
preciate that the future safety and wel- 
fare of our institutions and our entire 
nation will depend greatly on how well 
we apply the lessons of our experiences 
to our present problems. 
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Some 


The following list of “don’ts for bankers” 
was recently released by the Rowley Serv- 
ice Bureau of Madison, Wisconsin. They 
were originally compiled by L. B. Rowley, 
founder of the service, but are just as apt 
today as when they were first released. 
They are reprinted for readers of THE 
BanKERS MaGazineE with the permission of 
the Rowley Bureau. 








ON’T—fail to present a bill of ex- 
change for acceptance at the home 
or place of business of the drawee, 

even though it be payable at a bank. 

DON’T—accept a qualified accep- 
tance from the drawee without express 
consent of the drawer and endorser; 
otherwise they are discharged. If you 
refuse to accept a qualified acceptance, 
you may treat the bill as dishonored for 
payment. 

DON’T—take a verbal acceptance. It 
must be in writing. A_ telegraphic 
acceptance is OK if unqualified. A tele- 
gram from a bank saying “Drafts good 
at this time” is not an acceptance. 

DON’T—forget that where two per- 
sons are jointly drawers or endorsers, a 
notice to only one of them does not even 
charge that one. Each must be notified. 

DON’T—give notice of dishonor by 
telephone. In Tennessee it has been 
held a valid notice and in New York 
held not to be valid. The practice is 
dangerous. 

DON’T—forget that a waiver of pro- 
test also waives notice of dishonor and 
is binding on all persons signing 
under it. 

DON’T—cash municipal orders of 
any kind for holders unless you know 
they are drawn against an existing fund 
out of which they can be collected on 
presentation; even then they are not 
negotiable in all probability, but if they 
are issued as a form of borrowing with- 
out strict compliance with statutory re- 
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quirements, they are void from incep- 
tion for lack of legal authority to issue 
and cannot be enforced. The endorse- 
ment of the holder does not give the - 
bank any security, as the order would be 
both void and not negotiable. 

DON’T—forget that courts hold it to 
be negligence on the part of a bank if 
it sends checks deposited by its custom- 
ers direct to the paying bank, and that 
you are liable in case of loss unless you 
have an express agreement to the con- 
trary. 

DON’T—forget that you are liable for 
any loss occurring in collections if you 
accept anything but actual money in 
payment, unless you have an agreement 
to the contrary. 

DON’T—forget that when a deposit ‘is 
made in the name of several trustees, ‘it 
requires the signature of all of them to 
make a check valid. 

DON’T—pay a check of a guardian 
until letters of guardianship have been 
issued and exhibited to the bank. 

DON’T—forget that checks are to be 
honored according to the order in which 
they are presented, regardless of the 
date of the check. 

DON’T—pay a depositor’s check if 
you know that he has died. Death 
changes the ownership of the fund to 
his personal representative or proper 
administrators or executors. Holders of 
checks issued by a person since de- 
ceased, and which are refused payment, 
may file their claims the same as other 
creditors, with the checks as evidence 
of the acknowledgment of the debt while 
living by the deceased debtor. 

DON’T—neglect to notify a depositor 
when you offset his credit against 2 
matured debt that you have made the 
offset and that his account is only sub- 
ject to check for any remaining balance. 





3IT 





















It has been held by courts that a bank 
is liable for damages for not cashing 
outstanding checks in the absence of 
such notice, and courts have also held 
banks not liable, but the only safe rule 
is a prompt notice to the depositor. 


DON’T—stop payment on a check at 
the request of payee without first notify- 
ing drawer and getting his advice. The 
only person who has an absolute right 
to stop payment in Wisconsin is the 
drawer of a check and it must be done 
before certification by the bank. It was 
held in Fremont Co. v. Burack, Supreme 
Jud. Ct..Mass., that if a bank had the 
drawer. sign a stop-order card on which 
was printed a provision exonerating the 
bank, from liability if it paid by in- 
advertence or mistake, the bank was pro- 
tected in case of such payment. 


DON’T—forget that both drawer and 
endorser may expressly waive present- 
ment for payment by stipulation in the 
instrument. 


DON’T—fail to present an instru- 
ment for payment to an insolvent maker, 
even if you know he can’t pay; other- 
wise the endorsers are discharged even 
if they knew of the insolvency when 
they endorsed. 


DON’T—confuse a restrictive en- 
dorsement with a qualified endorsement. 
A restrictive endorsement does not pass 
title to the paper nor warrant the gen- 
uineness thereof while a qualified en- 
dorsement passes title to the paper and 
is an implied warranty of its genuine- 
ness. 


¢:sDON’T—endorse paper left for col- 
lection where the payee endorses “for 
collection.” The payee’s endorsement 
is no warranty whatever, while the 
bank’s general endorsement is a war- 
ranty. 

DON’T—forget that if you purchase a 
negotiable instrument from a holder in 
due course, it does not constitute you 
a holder in due course if you had prior 
knowledge of any defense. 

DON’T— if you are assistant cashier 
of a bank, certify any check until the 
board of directors has conferred upon 
you the power to certify checks on the 
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bank. An assistant cashier has no 
power to certify until so authorized. 4 
cashier has the power without being 
authorized. 

DON’T—forget that courts have held 
that a check payable on an out-of-town 
bank should be forwarded for collection 
not later than the following day after 
receipt. 


DON’T—fail to remember that where 
no place of payment is specified in a 
note it must be presented for payment 
either at the person’s place of business 
or at his home. The instrument must be 
exhibited to the payee. 


DON’T—fail to remember that if you 
call up the maker of a note or simply 
notify him you hold it for collection 
and he does not come in and pay, it dis- 
charges the endorsers. 


DON’T—forget that a note maturing 
against a deceased person must be pre- 
sented to his executor or administrator 
within a reasonable time after the 
appointment. 


DON’T—forget that when a note is 
signed by several persons, not partners 
and not living in the same place, it must 
be presented separately to each person 
signing. 

DON’T—forget that a bill of ex 
change drawn payable thirty days (or 
other number) after sight must be pre- 
sented for acceptance, while with bills 
drawn on demand or a specified time 
after date, only presentment for payment 
is necessary. 


DON’T—pay a post-dated check be- 
fore the day of its date. You will be 
liable for any damages ensuing. 


DON’T—accept the word of any per- 
son that he is, or has been, elected 
treasurer of any company or society, 
either when he wishes to open an ac- 
count for the company or society of 
when he wishes the account transferred 
to his own name as treasurer. Insist 
on a copy of the minutes, attested by 
the secretary, showing him to be the 
treasurer in fact. 


DON’T—open an account with any 
person, no matter what his line of talk 
may be, who is up to that time a stran- 
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ger to you and wishes to deposit a 
check or certificate on a distant bank. 
Merely accept the paper for collection 
and allow no checks to be drawn until 
it is paid to your satisfaction. 

DON’T—allow a savings depositor 
to draw savings unless he presents the 
book. If the book is claimed to be at 
home and the need said to be urgent, 
loan the sum temporarily and take a 
note, but don’t violate the principle of 
paying out savings unless the book is 
presented. 

DON’T—leave blank checks out on 
your counters for indiscriminate use of 
any person entering the bank. Have 
special counter checks printed, to be 
cashed by the teller to customers only, 
on which is printed: “Pay to myself 
only.” 

DON’T—allow any officer of a cor- 
poration, nor a guardian or trustee, 
etc, who has the right to endorse 
checks payable to the corporation, or 
to the trust, to endorse any check so 
payable and deposit the same to his 
personal account. 


DON’T—discount a note on which is 
printed a form of power of attorney to 
take judgment without careful reading 
of the form. If the note provides that 
judgment may be taken before default, 
it is not negotiable. 


DON’T discount a note where one 
member of a partnership has signed the 
firm name as an accommodation, without 
first ascertaining whether the partner so 
signing was authorized thereto by the 
other members of the firm. 

DON’T—accept a minor’s endorse- 
ment on a note or check payable to him 
with the expectation of holding the 
minor liable if it is not paid. A minor 
is not liable on his endorsement, but his 
endorsement passes good title to the 
paper. 

_DON’T—discount past due paper. 
You will not be a holder in due course 
if you do so; you only acquire the 
rights of the endorser. 

DON’T—accept a note or check where 
the name of the payee is incorrectly 
spelled, without having him endorse it 
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both the way it is spelled and by his 
proper signature. 

DON’T—forget that an endorsement 
“without recourse” or at endorser’s risk 
is a qualified endorsement, and the en- 
dorser is not liable as endorser, but he 
is still chargeable with the implied war- 
ranty as a seller of a negotiable instru- 
ment. 


DON’T—forget that an installment 
note where one installment is due and 
unpaid is past due paper and the pur- 
chaser is not a holder in due course. 
This is not true where only interest is 
past due, unless it is so provided in the 
instrument. 

DON’T—allow overdrafts. It is a 
violation of approved banking practice, 
but if an overdraft occurs in the regular 
course of business, remember that the 
courts hold such overdrafts to be an im- 
plied promise to pay the bank the 
amount of the overdraft on the part of 
the party drawing the check. If the 
bank cashes the check, such overdraft 
becomes a debt and is to be treated the 
same as any other debt, and all rights 
accruing to the bank on an ordinary 
debt or past due paper may be applied 
by the bank to a debt created by over- 
draft. 

1} 


THE BANKER AND THE WAR 


THE banker is first and foremost a 
patriotic citizen and his first interest 
under present conditions is to do his 
best to help his country win the war. 
Under modern conditions wars repre- 
sent the mobilization of raw materials, 
manpower and equipment for the pur- 


pose of creating war equipment. This 
plain statement of fact gives the banker 
the cue for formulating his credit polli- 
cies. All loans, the proceeds of which 
would be used in production of com- 
modities which come in direct competi- 
tion with the war effort, should defin- 
itely be disccuraged. . . . 

The banker of this country has al- 
ready met his task and will continue to 
do so during the present emergency.— 
F. Raymond Peterson, President, First 
National Bank, Paterson, N. J. 





Inflation ... and the 


Defense Bond Program 


S the war costs mount by the billion 
the difficulties of war financing in- 
crease in due proportion. The 

United States Treasury has unquestion- 
ably done a good job in building up a 
war consciousness among the masses of 
the people, and, even more important, 
is. obtaining financial participation by 
ever-growing numbers of people 
through the purchase of Defense Sav- 
ings Bonds. The Treasury’s problems, 
however, do not end with the procure- 
ment of funds by taxation and by bor- 
rowing. Rather, these problems are of 
a continuous nature, and each step must 
be taken in the light of anticipated eco- 


The author believes that there 
are certain definite inflation dan- 
gers in the present defense bond 
program, and a possibility of 
sales reaching a saturation point. 
These may be alleviated, he be- 
lieves, through attractive long- 
term old age defense and savings 
bonds. ‘‘Not only,’’ says the au- 
thor, ‘‘would these bonds provide 
a welcome supplement to the 
Federal old age insurance bene- 
fits for covered employes, either 
as a lump sum savings accretion 
or in the form of monthly in- 
stallments, but the same old age 
savings protection would be 
available to self-employed per- 
sons.’? 

The author is professor of 
economics at New York Uni- 
versity. 


By Earl E. Muntz 


Professor of Economics, New York 
University 


nomic effects today, next year, ten or 
twelve years, and indeed even two or 
three generations hence. 

The author’s purpose, at this time, is 
to inquire into the consequences of and 
the most advantageous means of direct 
financial participation in war finance 
by the public at large. At the present 
time, sales of defense stamps and sav- 
ings bonds are reaching levels which 
were never anticipated a few months 
ago. The stamps and bonds possess cer- 
tain decided advantages to the Govern- 
ment and to purchasers alike. Stamps 
enable even the smallest saver, the 
school child, to direct at least a part 
of his savings or allowance into war 
production while coupling together and 
putting into practice patriotism and 
thrift. Similarly, the worker, whether 
self-employed or an employe, may set 
aside such increments of current income 
as prudence dictates. The sale of stamps 
through the schools, by merchants and 
banks, voluntary pay check deductions 
through codperating employers, and 
even free advertising in the press and 
over the radio provided as an incidental 
part of the commercial advertiser’s own 
program serve to keep the defense 
stamp-bond campaign constantly in 
mind. Moreover, the citizen investor 
knows that he does not have to wait an 
interminable time to acquire his bonds 
since they are issued in convenient small 
denominations, nor does he have the 
slightest doubt as to the integrity of his 
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creditor or the security of his invest- 
ment. The privilege of redemption at 
cost plus accrued interest at any time 
after a limited waiting period obviates 
all fear of declining value. 


Disadvantages of Short Maturities 


Unfortunately, these numerous ad- 
vantages will be counterbalanced by 
serious, though not readily apparent, 
disadvantages if the present Series G, E 
and F defense savings bonds remain the 
sole types widely distributed among the 
public. In the first place, these bonds 
all have relatively short maturities, ten 
and twelve years, with the greatest num- 
ber of purchasers, especially wage earn- 
ers, selecting bonds of the shorter ma- 
turity because of the appreciably higher 
yield. In fact, sales arguments are often 
focused upon the short maturity, with 
emphasis directed to the availability 
of this deferred purchasing power 
within or at least at the end of a decade. 
It is explained that this deferred pur- 
chasing power, blossoming forth in a 
few years, will provide an excellent 
cushion for the replenishment of con- 


sumers’ goods and to soften the shocks 
of post-war depression. 

These arguments sound well—until 
we analyze the probable consequences. 
The defense bonds are being sold at 
comparatively low interest rates for 


relatively short terms. Upon maturity, 
in 1951, 1952, 1953, etc., refinancing 
will probably have to be made upon 
less favorable terms to the Government. 
Moreover, refinancing is apt to produce 
a wholesale shift of creditors—from the 
working classes to insurance companies, 
banks, and other institutions. Why? 
The answer is to be found in the psy- 
chology of the masses of people now 
buying defense bonds. Aside from pa- 
trioctism, the working man is prone to 
regard his investment in Defense Bonds 
as a temporary deferment of current 
cash income. The expectation is that 
in a few years cash in lump sums will 
be available for such needs or desires 
as may be felt, for higher stand- 
ards of living in general. The impor- 
tant thing is that these bonds will ma- 
ture in the range of a few years, and 
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will produce at that time a tremendous 
purchasing desire, coupled with ability 
to buy, which may be expected to gen- 
erate a rapid and powerful price infla- 
tion. 

Still another angle needs exploration. 
Does the present success, in the sale of 
Defense Bonds, promise continuity, at 
least as long as the Government must 
borrow for war and defense? Hardly! 
At the time of rearmament and war our 
country had scarcely emerged from ex- 
haustive depression. During that era 
wages were at a low level, enormous 
numbers of people were on relief, bank 
failures, corporate failures and govern- 
mental regulation of business had made 
the public skeptical of all types of pri- 
vate investments as revealed in the ab- 
normally low prices for high yielding 
securities of unquestionably strong en- 
terprises. This hesitancy regarding pri- 
vate investment, and interest rates on 
savings lower than this generation had 
ever before experienced, gave a tremen- 
dous competitive advantage to Defense 
Bonds. But one cannot be assured that 
these bonds will continue to enjoy this 
noncompetitive status in the public 
mind. 


There Is a Saturation Point 


The appeals to patriotism may insure 
mounting sales of Defense Bonds for 
some time to come. But sooner or later 
there will come a saturation point, as 
each family becomes the possessor of 
a few hundreds or thousands of dollars 
worth of bonds, depending upon its in- 
come, previous and present standards 
of living, and its degree of foresight. 
The saturation point will be reached as 
potential buyers weigh the future uses 
of their savings in bonds ten or twelve 
years later with the present uses of 
money. And the gradual rise of prices, 
which seems inevitable in spite of re- 
tarding efforts such as taxation, price 
control, and the like, undertaken by gov- 
ernmental agencies, is apt to overbal- 
ance the scales in favor of present buy- 
ing of alternatives, since the Defense 
Bond nest egg of, say $1,000 or $2.000 
may easily give individuals or families 
an undue sense of security and affluence 
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‘‘This expanded defense bond 
program would create no compe- 
tition with thrift agencies which 
does not already exist. The old 
age defense bonds could not take 
the place of life insurance or an- 
nuity insurance, for there is no 
insuring of risks. The primary 
functions of the old age defense 
bonds would be to ‘mop up’ sur- 
plus income more effectively 
than the present program per- 
mits.’’ 


for years not so far away. This shift 
may take two forms—toward commodi- 
ties chiefly of a consumptive type, and 
toward securities which may be given 
additional impetus by the lack of dur- 
able goods or consumers’ goods on the 
markets. There could well be a war 
period speculation in corporate equities, 
based upon anticipated post-war profits. 

The continued success of the Defense 
Bond scheme necessitates implementa- 


tion by a much broader far-reaching 


program. That may be achieved by 
supplying latent investment wants of 
the general public. Investment brokers, 
for instance, do not insist that their 
clients buy but one type of security with 
one or two specific maturity periods. 
Rather, they attempt to supply investors 
with high-grade securities possessing as 
much variety in maturities, rates and 
terms as possible. This gives us a sug- 
gestion for a longer-lived appealing and 
effective defense savings stamp-bond 
program. 


A Concrete Proposal 


To get down to brass tacks, the au- 
thor proposes that the Treasury issue 
two principal categories of Defense 
Savings Bonds. The first category 
would encompass the appreciation 
bonds, Series E and F with their ten 
and twelve-year maturities, respectively, 
and the current income bonds, Series G 
with a twelve-year maturity. The sec- 
ond category would be made up of Old 
Age Defense Savings Bonds, the title 


implying not only patriotic financial 
defense of one’s country but a supple. 
mentary savings reservoir for old age, 
The old age savings bonds would be 
issued preferably in the form of appre. 
ciation bonds with a yield to maturity 
substantially equivalent to that of the 
ten-year Series E type. In fact, as a 
means of stimulating a shift from the 
ten and twelve-year maturities to the 
old age securities future issues of the 
former might well bear a lower yield 
than at present, say, 242 per cent for 
Series E and 2% for Series F and 6, 
or, perhaps, 22 per cent for all three 
series. The old age securities might 
then be placed on an attractive 2% 
per cent basis. All the savings bonds 
would thus have a competitive advan- 
tage over current savings bank interest 
rates, and provide an appreciable sav- 
ings in service charges to the Govern- 
ment. 

What would be the nature of old age 
savings bonds? They would be non- 
assignable; the maturity date in each 
case would be in the investor’s 65th 
year, and specifically the month corre- 
sponding with the month of issue.* 
Naturally, investors would pay variable 
present prices for their bonds as deter- 
mined by their respective ages and the 
length of time to maturity. ‘Thus, as- 
suming a rate of 234 per cent, a man of 
20 would pay $295 for a $1,000 old 
age savings bond; if 33 years old he 
would pay $419.74; if 45, the cost 
would be $581.25. The wide spread be- 
tween present worth and principal sum 
would prove a most attractive sales ar- 
gument, since it shows so graphically 
the building up of an estate or future 
income as a result of savings at com- 
pound interest. 

In order to provide the maximum 
flexibility, both from a personal and @ 
social viewpoint, the bonds would con- 
tain provisions for redemption at cost 
plus accrued interest if the owner died 


*For example, John Doe, aged 37 on 
February 15, 1942, purchases a $1,000 old 
age savings bond in September of the same 
year. The maturity date would be in Sep- 
tember, 1970, in John Doe’s 65th year, 28 
years after purchase. 
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before his 65th year. Further desirable 
provisions might call for redemption in 
monthly installments during old age 
at the option of the investor, any bal- 
ance going to his estate. In fact, the 
Treasury might very easily turn the de- 
tails of monthly installments over to the 
Bureau of Old Age and Survivors In- 
surance of the Social Security Board. 
In brief, there are certain definite 
inflation dangers in the present defense 
bond program, and a possibility of sales 
reaching a saturation point. These may 
be alleviated through attractive long- 
term old age defense savings bonds. 
Not only would these bonds provide a 
welcome supplement to the Federal old 
age insurance benefits for covered em- 
ployes, either as a lump sum savings 
accretion or in the form of monthly in- 
stallments, but the same old age sav- 


ings protection would be available to’ 


self-employed persons. This expanded 
defense bond program would create no 
competition with thrift agencies which 
does not already exist. The old age 
defense bonds could not take the place 
of life insurance, or annuity insurance, 
for there is no insuring of risks. The 
primary functions of the old age defense 
bonds would be to “mop up” surplus 
income more effectively than the pres- 
ent program permits, and to head off 
inflation stimuli by spacing accumulated 
spending in time and in such a way as 
to provide the maximum social good to 
the individual and to his country. 


® 


Our responsibility is to see that the job 
of financing the war is done in such a 
way that will not destroy the credit 
structure. It is reasonable and logical 
to conclude that if the system of private 
credit in America is destroyed, the 
private enterprise system wil! go along 
also together with most of our other 
democratic institutions. We must win 
the war and will do so at whatever sac- 
rifice may be required, but the task of 
leadership is to win the war in such a 
way that we will not at the same time 
lose the freedom of democratic institu- 
tions—A. L. M. Wiggins, second vice- 
president, A. B. A. 
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Principles and Purposes of 


Bank Examinations 


ACED with the necessity for sup- 
plementing income, banks have 
turned to newer fields: installment 
loans, loans on accounts receivable and 
conditional sales contracts, and other 
types of credit extension which bank- 
ers formerly knew little about or felt 
were not a part of their business. 
These changes have created and will 
continue to pose new problems for ex- 
aminers. The deflationary processes of 
the early “thirties” exposed both se- 
cured and unsecured credits to new 
dangers; lowered earnings of banks, al- 
lowed little provision for increases in 
capital funds and narrowed the protec- 
tion for depositors. The need for earn- 
ings and the abundance of funds exert 
almost irresistible pressure to extend 
credit and to purchase or trade in secu- 
rities beyond sound and conservative 


‘“‘We examine in order to 
make sure that a bank is com- 
plying with the law to which it 
is subject, that it is solvent, that 
it has the assets it claims to 
have, and that its liabilities are 
truly stated, that its methods 
and operations are modern and 
efficient, and that its manage- 
ment is sound and likely to con- 
tinue so,’’ says the author of the 
accompanying article which is 
based on an address at the con- 
vention of the National Asso- 
ciation of Supervisors of State 
Banks. 


By Richard Rapport 


Deputy Bank Commissioner of Connecticut 


limits. Some banks have plunged into 
installment lending, accounts receivable 
financing, conditional sales contracts, 
and loans against the cash value of life 
insurance with little knowledge of or 
regard for the pitfalls of lack of proper 
credit investigations, failure to follow 
delinquencies, infrequent verification of 
customers’ books, and improper or in- 
complete assignment of policies. 

As if these were not enough, a world 
at war or in war brings a host of actual 
and potential problems for supervisors 
and their examiners. Few foreign in- 
vestments will be made, and gold, re- 
maining here, will continue to provide 
the base for credit expansion. Coupled 
with huge defense spending for housing, 
tools and other goods, a devastating in- 
flationary period looms ahead. Price- 
fixing, priority demands and curbs on 
installment lending will, with their at- 
tendant unemployment lists and small 
business curtailments, if not actual fail- 
ures, only add to the difficulties of 
banks and bank examiners. 


The Purpose of Examinations 


The fundamental purposes of exami- 
nations, however much we may have im- 
proved our methods, technique and 
scope, are still those found in the prin- 
ciples laid down by early state super- 
visors and preserved in present law. 
We examine in order to make sure that 
a bank is complying with the law to 
which it is subject, that it is solvent, 
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that it has the assets it claims to have 
and that its liabilities are truly stated, 
that its methods and operations are 
modern and efficient, and that its man- 
agement is sound and likely to con- 
tinue so. 

These purposes have been stated and 
restated in many different words and 
phrases, but there is in them nothing 
essentially new. Reduced to a word, 
they represent “protection” — protec- 
tion for depositors and stockholders, of 
course, but also protection for the gen- 
eral public from the dangers of eco- 
nomic disturbances caused by a weak 
banking structure. They are a mani- 
festation of the police power of the state 
and simply because their functions have 
expanded it does not follow that they 
are something different. 

The policeman on the corner has been 
placed there to protect the public. As 
a necessary part of that duty he allows 
automobiles to move only when the 
light is green. He may make a traffic 
study as a result of which parking is 
prohibited on one side of the street or 
traffic may be limited to one-way travel. 
He may arrest a driver whose tactics 
behind the wheel jeopardize the unwary 
pedestrian. His fundamental purpose, 
however, is still the protection of the 
public. 

Our good friend Leo H. Paulger, chief 
examiner for the Federal Reserve Board, 
has aptly related the basic protective 
purpose to its expanded functions. He 
has said: 

“Today the bank examiner is relied 
upon to protect not only the interest of 
the depositors against unsafe and un- 
sound policies as well as dishonest prac- 
tices of bank officers and employes, but 
the stockholders have come to regard 
him as a guardian of their interests 
and depend upon him to protect them 
from maladministration by their direc- 
tors; and even the directors frequently 
rely upon him to keep them informed 
as to whether the officers of their selec- 
tion are properly conducting the bank’s 
affairs.” 

We supervisors, realizing the respon- 
sibilities imposed on examiners by such 
a view, have endeavored to staff our 
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organizations with men of ability, men 
of intelligence, experience, judgment, 
and tact. No examination is any better 
than the examiners who make it, and 
effective supervision depends in the last 
analysis on sound examinations. 

The first purpose of an examination 
is to make sure that a bank is comply- 
ing with the law to which it is subject. 
The determination of a violation of law 
is usually not a difficult matter. Few, 
if any, bankers will deliberately flout a 
clear-cut prohibition, but even an hon- 
est mistake or ignorance should be han- 
dled with tact and intelligence. 

The examiner who can reasonably ex- 
plain the need for compliance will usu- 
ally secure it. The bully immediately 
sets up a defensive reaction that will not 
be helpful towards future codperation. 
The wilful violator can today be taken 
care of in many states by statutes which 
empower commissioners to remove those 
officers who persist in illegal practices. 
The mere presence of such a provision 
in the law books is usually effective and 
formal removal procedures need sel- 
dom be invoked. The remote possibili- 
ties of abuse of this power should not 
prevent its adoption in the states which 
still do not have such legislation. 


The Test for Solvency 


The test for solvency, the second ob- 
jective of our examination, is obviously 
a difficult and responsible task. While 
unsecured credits do not form so large 
a part of assets as once they did, their 
analysis still requires a special knowl- 
edge and a high degree of judgment. 
This is also true of collateral loans se- 
cured by local, unlisted stocks. Al- 
though the valué of foreclosed property 
and property underlying mortgage loans 
can be supported by outside appraisals, 
they are not always currently dated, and 
the examiner must attempt to fix his own 
value, based upon knowledge and ex- 
perience. 

The verification of assests and liabili- 
ties is largely mechanical. Painstaking 
procedure and a knowledge of the vari- 
ous avenues of fraud are nevertheless re- 
quired. The intelligent examiner will 
take into consideration the thoroughness 
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‘The evaluation of manage- 
ment is certainly the most diffi- 
cult and possibly the most im- 
portant part of the examiner’s 
job, since it points to the future 
of the institution. An appraisal 
which reveals a solvent institu- 
tion today is of little value un- 
less it exposes, where present, in- 
competence or the existence of a 
speculative tendency which 
might wreck the bank tomor- 
row.’’ 


of the bank’s internal audit system or 
the work done periodically by compe- 
tent outside auditors, and will not spend 
valuable time on unnecessary checking. 
Much of the value of the examiner is 
in his ability to appraise the efficiency 
of the methods and operations of the 
bank he is inspecting and to make sug- 
gestions for improvements based upon 
his knowledge of many banks. Here. 
again, is an opportunity for the exercise 
of tact in order to secure cooperation. 


Evaluation of Management 


Our last purpose, the evaluation of 
management, is certainly the most diffi- 
cult and possibly the most important 
part of the examiner’s job, since it 
points to the future of the institution. 
An appraisal which reveals a solvent in- 
stitution today is of little value unless it 
exposes, where present, incompetence or 
the existence of a speculative tendency 
which might wreck the bank tomorrow. 

It is trite to say that there is no sub- 
stitute for good management. It is 
equally hackneyed to say that good man- 
agement cannot be provided by laws. 
regulations or restrictions. Yet the repe- 
tition of these commonplaces underlines 
the significance of the determination by 
examiners of the ability and character 
of bank officials. Let me quote the words 
of William Mather, Jr., and Gurdon 
Trumbull, bank commissioners of Con- 
necticut, in 1840—101 years ago. Ex- 
cept for a certain quaintness of expres- 
sion, they might have been written this 
morning on this very point. 


“The best security to the public 
against the abuse of the powers and 
privileges conferred upon these institu. 
tions must be found in the integrity and 
ability of those individuals who have 
the immediate control of their opera- 
tions. By holding these individuals 
strictly accountable for the management 
of the banks under their direction; and 
by a faithful execution of sound laws 
made for their government—such banks 
as are worthy of public confidence will 
be sustained and others cease to be 
tolerated.” 

We would be the first to admit, and 
our annual deliberations are in them- 
selves evidence of the fact, that we have 
not yet reached perfection in our ex- 
amining methods and procedures. 

This review of the five cardinal pur- 
poses of bank examinations indicates the 
necessity for continued demands on our- 
selves and on our legislatures that there 
must be a constant holding to the high- 
est standards in the selection and train- 
ing of our staffs. 

A legally established merit system is 
not the sole answer nor even necessarily 
an integral part of that endeavor. It is 
true that original selection and subse- 
quent promotion through competitive 
tests, a guaranty of steady employment 
contingent upon adherence to adequate 
standards of ability, and some provision 
for eventual retirement with pay are all 
helpful in building a force of expert 
examiners. It is likewise so that unless 
salary scales are sufficient to attract and 
retain men of inherent ability and un- 
less the head of the department fur- 
nishes the spark that breathes life into 
the examination processes and translates 
examiners’ reports into a vital and ef- 
fective supervision, the merit system in 
itself is of little consequence. 

Long before the establishment of a 
state “civil service” in Connecticut, our 
banking department functioned virtually 
as if one existed. The commissioner 
appointed in 1922 was a career man in 
the department, as was his successor. 
Both those men resigned to become bank 
officers, despite the latter being offered 
a reappointment by a governor of the 
opposition party. The next commis- 
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sioner to be named was a successful mer- 
chant with long experience as a director 
and semi-active vice-president of a bank. 
Commissioner Perry, who followed him, 
had been a manufacturer and director 
of both a savings and a commercial 
bank. No political debts were paid by 
the appointment of any of the four com- 
missioners we have had during the past 
twenty-one years, and no change in de- 
partment heads has meant the dismissal 
or lowered status of any employe. 

It is at once an example of and a trib- 
ute to the selective standards which ob- 
tained in our department to report that 
two men hired on a provisional basis 
just after the passage of our merit sys- 
tem in 1937 placed first and third among 
two hundred applicants in the first com- 
petitive examination given by the per- 
sonnel department. We have since se- 
cured excellent men from the eligible 
lists furnished to us by the central per- 
sonnel organization, but it would not 
be accurate to say that they have been 
any better than the selections made 
prior to 1937. 


No Politics 


The traditional non-political aspect of 
our banking department has been re- 
spected by our legislature and has 
helped us to secure larger appropria- 
tions when we felt such increases were 
necessary to a betterment of our serv- 
ice to the public. I cite the record of 
Connecticut in this respect only to show 
that a merit system is not an indispen- 
sable condition to the development of 
the type of bank examiners necessary 
to carry out the objectives of examina- 
tion. 

It seems to me that in addition to and 
concurrent with the broad improving of 
examining personnel there is one other 
field in which we can well advance. That 
is the examination of and supervision 
over the investment portfolios of our 
banks. As we have seen, early empha- 
sis in examinations was placed upon the 
loan accounts because those formed the 
bulk of assets. We have not, I think, 
kept pace with the shift into securities. 
To say this is not to belittle what has 
been done. It is particularly pleasing 


“It is true that original selec- 
tion and subsequent promoticn 
through competitive tests, a 
guaranty of steady employment 
contingent upon adherence to 
adequate standards of ability, 
and some provision for eventual 
retirement with pay are all help- 
ful in building a force of expert 
examiners.’’ 


to be able to say that in the State of 
Minnesota the groundwork was laid in 
1931 for a better appreciation of and 
constructive dealing with this newer 
problem. The study made by the School 
of Business Administration of the Uni- 
versity of Minnesota into the causes of 
economic and social instability revealed 
that a common ailment of banking was 
a poorly balanced investment list re- 
sulting from complete lack of or at 
least ill-advised or defectively conceived 
investment policies. A real need was 
indicated for a greater comprehension 
of the subject of investments by both 
bankers and supervisory authorities. 
The bank holiday with its tremendous 
readjustments of capital structures 
served but to point to the correctness 
of the conclusions of those Minnesota 
researchers. Since then, definite for- 
ward steps have been taken by bankers 
through the establishment of investment 
principles and standards by the Bank 
Management Commission of the Ameri- 
can Bankers Association and through 
the inspiring conferences on bond port- 
folios instigated by the New York State 
Bankers Association. The supervisors, 
on their part, made a great contribution 
through the adoption in 1938 of the 
uniform security valuation program and 
the agreement among state and Federal 
agencies to base examination and regu- 
latory procedures on that program. 


Investment Policies 


So far, there has not been developed 
from it a distinctive treatment of secu- 
rities purchased for investment and se- 
curities purchased for secondary reserve 
purposes. That assertion might be 
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countered by saying that primary re- 
serves are still so high as to preclude 
the necessity for setting up differences, 
but when, and the time may be soon, our 
excess reserves have shrunk, shall we be 
ready with helpful counsel, or will we, 
as has been too often the case, appear 
with “stop-gap” laws and regulations to 
correct unhealthy, but established, 
trends? 

We do not yet have a sound analysis 
of investment policies wherein proper 
weight is given to the relation of the fac- 
tors of capital, deposit liabilities, earn- 
ings, and local credit requirements to 
the investment account in individual in- 
stitutions. 

We should consider whether or not 
we shall continue to value certain securi- 
ties at the average market price for the 
eighteen months preceding the examina- 
tion. Connecticut, and I am told a few 
other states, never followed that particu- 
lar part of the uniform program, and 
we do not believe anything material has 
been lost thereby. Indeed, there is much 
evidence that the hope that such an 
arbitrary valuation would encourage 


banks to sell on a rising market has not 
been fulfilled, and bankers still seem 
to think of securities in terms of marke 
value. 

It has been understandingly difficult 
in considering the broad aspects of bank 
examining and in making brief sugges. 
tions for future progress to resist refer- 
ring to the encroaching tide of Federal 
regulation on our state banking system, 

This nation should continue its ef. 
forts to maintain the dual system of 
banking, and that means the dual system 
of supervision. By a faithful adher. 
ence to the principles and purposes of 
bank examinations as first expounded 
by those early state supervisors, im- 
proving upon them where necessary or 
desirable, yet building within their solid 
framework, we can not only do much to 
disarm the criticism which has been di- 
rected toward state chartered banking, 
but we can march side by side with 
Federal supervision, yes, even take again 
the lead in reaching through sound and 
effective state supervision our goal of 
complete protection for bank depositors, 
stockholders, and the general public. 
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VENTS are moving with acceler- 
ated pace in the National Capital, 
and many of the events will have 

adirect bearing on the banking business. 
Although banking legislation is not in- 
volved in the sense that banks are men- 
tioned, they are a vital part of develop- 
ments in the increasing all-out effort to 
put the nation on a war footing. 


At the mid-month date certain broad 
patterns of the war effort bearing on 
the banks are apparent: 


l. Taxes. The new revenue bill is 
being written and pointedly discussed 
with a search for every possible source 
to pay for war instruments. 


2. Economy. For the first time in 
tight years a drive to eliminate expendi- 
tures is being pushed and shows evi- 
dence of ultimate success. This does 
not mean that a lowering of the cost of 
government is to be expected, but rather 
the cost of those features of government 
which have no direct bearing on win- 
ning the war. 


3. Draft Plans. With the second na- 
tional draft of men for military service, 
the drafting of individuals for produc- 
tion of machines and essential services 
of supply draws closer. This will, even- 
tually, vitally affect banks in the shaping 
of their personnel policies. 

4. Labor and Industry Profits. The 
trend has set in to enforce controls to 
prevent unusual profits in wages or in 
War contracts. First, in order to stimu- 
late production, discourage - strikes, 
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IN 
WASHINGTON 


By Our 
WASHINGTON CORRESPONDENT 


swing into 24-hour-a-day war produc- 
tion wherever possible, and second, to 
prevent inflationary price rises. 


5. Credit. Maintenance of sound 
Government credit no matter what may 
happen on the military front through 
use of emergency powers while lifting 
the national debt ceiling for financing 
the war. Another phase is the drive to 
sell more bonds through pay roll deduc- 
tion systems and possibly pay for over- 
time with Defense Bonds. The effort 
continues to hold down consumer in- 
staliment credit. 


6. Rationing and Shortages. Plans 
for rationing either through dealers or 
reaching individual citizens are being 
advanced as shortages on well-known 
articles and materials increase due to 
the war effort. 


A New Offensive Spirit 


Around the foregoing six broad sub- 
jects, the executive and legislative ef- 
forts of government revolve with accel- 
erated pace and more determination 
than has been in evidence since the days 
of the bank holiday. And the human 
side of this galvanizing of American 
Government is the unmistakable evi- 
dence that it does not stem from Wash- 
ington officialdom but from the millions 
of men and women anxious to get this 
business of winning the war over with. 
There is no disposition manifest—judg- 
ing by the flood of telegrams, letters 
and other communications—to drift 
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along with an attempt at business as 
usual, or a defense war, long drawn out. 
The spirit of democracy these days is 
an outward demand for fighting an of- 
fensive war that will bring a speedy 
victory. 


The Problem for Banking 


The problem facing the banking in- 
dustry is tied closely with Government 
credit. The Treasury is seeking to meet 
the demand for money and more money 
to pay for war construction through rec- 
ommendations for far heavier taxes and 
the lifting of the statutory debt limit. 
While there are normal differences of 
opinion over the types and kinds of 
taxes, there was no objection to the lift- 
ing of the debt ceiling to $125,000,000,- 
000 or $130,000,000,000, along with 
other provisions designed to codrdinate 
the picture of Government debt so as 
to include within the total thé debt of 
Government corporations operating out- 
side of the Treasury. 


The Treasury Department proposed to 
Congress that the statutory debt be set 
at $125,000,000,000. The limit last set 
by Congress was $65,000,000,000. How- 
ever, the accelerated pace of production 
is now such that Secretary of the Treas- 
ury Henry Morgenthau, Jr., said that 
the $65,000,000,000 would not be 
enough to meet the financial problems 
of supplying funds, or adjustments of 
outstanding issues coming due, through 
April. He estimated the deficit in the 
fiscal year beginning July 1, 1942, at 
$35,400,000,000. He said that it was 
necessary to raise, for operating Gov- 
ernment corporations, such as the Re- 
construction Finance Corporation and 
others, $4,400,000,000. This brings the 
estimated increase for mid-year to $39,- 
800,000,000, making the debt on June 
30, 1943, under present foreseeable con- 
ditions, $110,400,000,000. 

The same bill, however, has other 
most important provisions. The Treas- 
ury is to have the authority to offer 
securities on either a discount basis or 
a combination of interest-bearing and 
discount rate. The Treasury would also 
have the authority granted it to accept 


its own demand obligations in the pay. 
ment of taxes. This makes it posssible 
for the Bureau of Internal Revenue tp 
accept Defense Bonds in lieu of cash or 
checks in the payment of income taxes, 

Other important financing change 
allow the Treasury to substitute its ow, 
obligations for those of any Goven. 
ment agency, thereby simplifying re. 
funding operations and coordinating all 
Government debt into Treasury bonds 
and notes. 

Still another which immediately con. 
cerns the Reserve System would remove 
the tax-exemption privilege from the 
shares of stock issued by the Reserve 
banks and other agencies, such as the 
land banks, intermediate credit banks, 
and similar institutions. Such stock or 
shares, if paying dividends, are subject 
to taxation. 

Senators receiving this request, which 
the House quickly passed, urged that 
the Treasury speed up its program of 
making all Government corporations im- 
mediately dependent upon the Treasury. 
That is, instead of issuing their own 
notes, the Treasury would recall, when 
possible, outstanding obligations of 
these corporations, and issue its own 
bonds or notes. The chief reason for 
requiring this, judging by congressional 
reactions, is to simplify the financial 
picture and make the Treasury statement 
of condition the statement for all Gov- 
ernment agencies. 


Thus ends a device which was util- 
ized first during the dark days of the 
depression and continued during recov- 
ery days, when Government corpora- 
tions were established under various 
laws and sold their own obligations to 
banks and the public, thereby operating 
outside of the Treasury. For bankers 
and economists who followed closely the 
daily Treasury statement of conditions, 
there was nothing to clearly show the 
full obligation of these Government cor- 
porations. For a time this device was 
popular. The Commodity Credit Cor- 
poration was set up. The need for ships 
saw established another in that field. 
The establishment of various social re- 
forms designed to make life easier for 
rural populations in the supplying of 
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dectricity saw several such independent 
corporations operating in that field. 
Relief money was raised at the time of 
disaster by the same means. The list 
is a long one. ~~ 

Present action by Congress ‘acceler- 
ates Treasury policy, lately instituted, 
to simplify the whole process. This 
change will not be immediate, but grad- 
ual, but when accomplished it will be 
fairly simple to know the true condition 
of the Government as to money on hand 
and money owed. 


Taxes 


Closely tied to the financial problems 
which the Treasury is facing is the man- 
ner and method of raising taxes. As 
this is being written, there is a definite 
trend toward some form of a sales tax. 
The reason for this is a fundamental de- 
sire to raise a large amount of money 
through a constant flow into the Treas- 
ury and also the belief that further 
higher rates on income tax payers will 
be too great; will take too long to col- 
lect; will not provide the funds needed. 

The proposals which the Treasury 
placed before Congress were drastic. 
The middle income brackets felt the full 
brunt, for it was in these brackets that 
the rates were doubled. There being 
more people in this group, the Treasury 
felt that it could do no less to meet the 
President’s budget messsage calling for 
some seven to nine billion dollars from 
taxes. The lower income brackets were 
not to be affected. The higher brackets 
less than the middle, although raised 
there slightly. As for the latter group, 
Treasury officials feared to levy taxes 
that would remove all incentive and for 
the low income levels the social aspects 
of the present Administration dominated 
the reasoning. 

Sentiment in Congress, however, 
showed more toughness than the tax ex- 
perts, undoubtedly more able this year 
than last. Reports of high wages in the 
war industries field and large earnings 
gave an impetus to the argument for a 
sales tax which would reach the pocket- 
books of all who bought anything at all. 
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However, a tax bill is a complicated 
affair. The working out of schedules 
is not easy. Weeks will be consumed 
in putting any bill through Congress. 
As for banking, the bill this year affécts 
this industry but little. There are’;no 
direct taxes levied on banks that areé’not 
also on other corporations. There Was 
not proposed a tax on bank checks’ or 
higher taxes on safe deposit boxes. 

The Treasury proposed a long list of 
heavy excise taxes. These were de- 
signed to fall largely on types of things 
that were called semi-luxuries, such as 
heavier taxes on beer, on cigarettes, on 
liquors, on telephones and _ railroad 
travel, to name a few. Certain social 
aspects were not overlooked in setting 
the scales. 


Price Control 


While the business of quickly winning 
the war is uppermost in every activity, 
or if not soon will be, the Administra- 
tion is itself lagging behind the coun- 
try. This is evident in the approach to 
the price control law with its careful 
avoidance of wage levels. It is also evi- 
dent in attempts to grant preferential 
treatment to agriculture. 

When the price control bill was being 
debated, Administration officials sought 
to avoid wage controls. There was then 
a willingness to write a law that would 
place all prices at a level and all in- 
come. The social and political minded 
minded officials fought against the trend. 
Now they are faced with demands. 
Again the nation is impatient to achieve 
results and is more logical than the 
Administration. 

The charge of complacency has been 
hurled from the lips of many a leading 
official to the people of the nation. The 
people of the nation are throwing it 
back, with interest compounded. The 
complacency manifest seems to them to 
be with political minded: officials fear- 
ful of losing votes during this election 
year. Unless officials get in step with 
national sentiment, many a Representa- 
tive and Senator is going to be counted 
out if opponents show the courage of 
the voters. 





LOOKING BACckK 


Selections from the Banking, Financial 
and Economic Thought of the Pag 
Which Apply to Today’s Problems. 


EpiTep sy KEITH F. WARREN 


90 YEARS AGO 


The Bankers Magazine . . 


The Cashier and His Charming 
Customer 

When a cashier in a banking-house 
commits an error by paying too much, 
the loss falls upon the clerk, unless 
there be any extenuating circumstances 
to justify a contrary course; the mistake 
is then called a clerical error. Our read- 
ers will not be at a loss to know in which 
category to place the following. One 
Monday morning a very elegantly 
dressed female entered the banking 
house of and presented a check 
for payment, at the same time request- 
ing with a great show of politeness, 
that she might have gold in exchange 
for the check. The lady not only 
well dressed, but she was very beautiful, 
so much so, that the attention of the 
cashier was riveted upon her. He 
weighed fifty sovereigns, which he 
handed to the lady; and, supposing that 
she would count them one by one, he 
anticipated that the pleasure he enjoyed 
in looking upon her would thereby be 
prolonged; but he was mistaken, for, to 
his surprise, instead of counting them, 
she huddled them all up together and 
put them in a white pocket-handkerchief. 
The cashier, observing this unusual 
mode, said, “you had better count them, 
madam,” but the lady, looking at him 
with a most gracious smile, replied, “] 
am quite satisfied, Sir, that you are 
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right;” and, with another bewitching 
look, wished him good-day, and walked 
leisurely out of the bank. 

The cashier was so overpowered with 
the beauty of his customer, that imme. 
diately on her retiring he went a few 
paces to a fellow-cashier and asked him 
if he had ever seen such a lovely crea- 
ture. “Such a bewitching woman!” he 
said: “what a sparkling brilliancy there 
was in her eye! I wonder who she is?” 
This caused him to look at the check, 
which on first receiving he had placed 
on his book, without entering or once 
glancing at it, when he discovered, to 
his utter astonishment that it was for £5 
instead of £50. Uttering an exclamation, 
he jumped over the counter and was in 
the street in a second. He looked to the 
right and left but could distinguish no 
trace of the beautiful lady; he ran in 
and out of the several courts that sur- 
rounded the bank in vain; he returned 
to the banking-house to take counsel 
with his fellow-admirer of this charming 
woman, as to the best course to adopt, 
when it was decided that he should 
immediately apply to the drawer of the 
check for the name and address of the 
party to whom he paid it, the body of 
the check simply expressing it to be 
payable to “house expenses or bearer.” 

The drawer of the check, on being 
asked by the cashier to furnish him with 
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the desired information, expressed his 
surprise at what he called his imperti- 
nent curiosity; but, on being informed of 
the mistake that had been made, he 
immediately gave the name and address, 
‘Miss Thompson, Bury Street, Saint 
James’s;” adding, “I beg you will not 
utter a word of this affair to anyone, for 
if it should come to the ears of Mrs. 
P. I fear the most serious con- 
sequences would result from my indiscre- 
tion, for the party in question is, I fear, 
aly too celebrated.” 

The cashier, anxious to catch the lady 
on her return home, assured the gentle- 
man of his silence, and proceeded with 
the utmost expedition to Bury Street. 
The door was opened by an innocent- 
looking girl, who, on being asked if Miss 
Thompson was at home, replied with 
great simplicity, “No, Sir, Miss Thomp- 
gon is not at home,” and, as though she 
wished to stifle all further inquiries, she 


added, “I don’t think she will come 
back.” It ultimately came out that, the 
moment “Miss Thompson” returned 
from the city, she packed up her things 
and left the house, of course without 
leaving her address or any clew to her 
whereabouts; enjoying, no doubt, the 
satisfaction of having proved the truth 
of the saying that “Love is blind;” for 
she had by a judicious exercise of her 
charms so far blinded the eyes of a city 
banker that he could not distinguish be- 
tween five and fifty pounds. 

This was a sad termination of the 
affair to the cashier, who on his return 
to the bank felt ashamed to mention the 
circumstance to the house, and it was 
arranged that the drawer of the check 
should, by way of purchasing the silence 
of the cashier, pay one-half of the 
amount, and the cashier the other, which 
was done; and the affair was kept a 
profound secret for some time. 


25 YEARS AGO 


The Bankers Magazine . . 


Action in Defense of American 


Rights 


In resolving that a state of war exists 
between the United States and the Im- 
perial German Government and calling 
for the exercise of the nation’s resources 
to bring the conflict to a successful 
termination, Congress has responded to 
the people’s will as patriotically voiced 
by the President of the United States in 
his memorable address to the Senate and 
house in joint session on April second. 

We are now at war with Germany. 
Just what this may mean in a military 
sense can not be foreseen at present. 
This question is one for those in author- 
ityto determine. The work before us is 
stious, and as individuals and as a 
tation, we should speedily complete our 
Preparation for it and enter the contest 
with every resource at our command. 
To the present generation war is prac- 
tically unknown. We have had no war 
of importance since the close of the great 
vil strife more than a half-century ago. 
Many fear that in this long interval of 
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peace we have become physically and 
spiritually flabby. The test of this appre- 
hension is now at hand. 

It was idle to expect that the people of 
the United States could forever tolerate 
the invasion of their rights of which the 
German Government has been guilty. 
We have been patient. We have tried to 
keep the peace. We have solemnly and 
repeatedly warned Germany that her 
course persisted in must lead to a sever- 
ance of the friendly relations long exist- 
ing between the two countries. No 
attention was paid to these warnings. 
As a final resort, diplomiatic relations 
were severed, but the course of Ger- 
many in derogation of our rights re- 
mained unaltered. Nothing was left for 
us, after having patiently tried and 
exhausted every resource of diplomacy, 
but to take measures to protect our 
rights by force. That is precisely what 
we have done. And this step, taken only 
after the most careful and patient delib- 
eration, has the support of every Ameri- 
can resident within the territory over 
which the Stars and Stripes wave. 


THE BANKERS MAGAZINE for April, 1942 





Investment 
and Finance 


Epitep sy OSCAR LASDON 


After the War 


ONSEQUENCES of the war effort 
on our post-war economy were re- 
cently explored by Joseph L. 

Weiner, Deputy Director of the Division 
of Civilian Supply of the War Produc- 
tion Board. Two more years of war, 
and all-out production for war, Mr. 
Weiner predicted, will unleash forces of 
great magnitude—and the impact of 
these forces may have permanent effects 
on our economy. 

Speaking before the New School for 
Social Research in New York, Mr. 
Weiner traced the historical pattern of 
World War I. Observing that this earlier 
struggle had not produced factors which 
substantially changed the course of our 
economy, he pointed out that the eco- 
nomic tendencies of the early °20’s 
showed little divergence from those wit- 
nessed prior to our entry into the con- 
flict. 

Judging by experience, therefore, it 
is not entirely safe to assume that the 
effects of the present war on post-war 
business will be startling. As the speaker 
declared, history shows that the wars of 
the past have merely served to accentu- 
ate the trend which was discernible prior 
to the war itself. In other words, World 
War II may not inevitably force our 
economy into new channels after the con- 
flict is over. Of course, whether the 
present instance will furnish the excep- 
tion to the rule is problematical. 

As. Mr. Weiner remarked, it is obvi- 
ous that the tremendous forces generated 
by the war effort cannot spend them- 
selves without affecting our economy in 
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some way. A potential of great change 
exists and some enduring consequence of 
broad scope may be forthcoming. 

But the status of our economy after 
the war will depend on many factors. 
It must be realized that the forces set in 
motion by the war will not be the only 
elements that will shape policy. 

There must be considered, for exam- 
ple, the climate of opinion after the war 
—for this will also prove a factor of 
great determination. How will our sol- 
diers feel on their return from the bat- 
tle fronts? Or, for that matter, what 
will be our own state of mind? 

The last war, as everybody knows, 
wound up in disillusionment and ac- 
counted for a policy of political isola- 
tionism. This isolationism transmitted 
itself to our economic structure through 
its effect on the nation’s foreign trade. 
Contrary to expectations of an expan- 
sion of international trade, the decade 
following the war saw a smaller per- 
centage of the national income depend- 
ent on foreign trade than did the ten- 
year period preceding the conflict. 

What we will do after this war, and 
what the shape of our economy will be, 
will thus depend on the outcome of many 
converging forces. Who can accurately 
foretell the effects of the growing indus- 
trialization of the rural areas of the 
South? What will be the nature of the 
post-war sentiment which will prevail 
throughout the nation? Will the wide- 
spread economic changes now taking 
place alter the political and social atti- 
tudes of the people? Will there be a 
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desire for continuing reform, or will 
there be a swing back to “normalcy”? 
And, most important of all, what will 
he the nature of our Government’s post- 
yar policy? These and other stimulat- 
ing queries gave rise to considerable 
thought. 

With regard to “small business,” Mr. 
Weiner expressed the belief that the 
trend toward bigness in industry would 
continue and that the increasing mor- 
tality rate of small business units would 
not be checked. 


_— 


BANKS AND THE SURTAX 


Announcement of the new tax recom- 
mendations of the Treasury has caused 
a considerable decline in bank share 
prices. The Treasury has proposed to 
leave the normal corporate tax rate un- 
changed while suggesting that the sur- 
tax rate be boosted from 7 per cent to 
31 per cent. 

Commercial banks are large holders 
of U. S. Government securities; accord- 
ingly, an exceedingly large proportion 
of their income is derived from these 
earning assets. The U. S. securities held 
are exempt from the normal tax but are 
vinerable to the surtax. Hence, much 
of the exemption which banks have been 
enjoying may disappear. If this oc- 
curs, the decline in bank profits will be 
sharp. 

At this point it is worth mentioning 
that, during the past few years, both the 
Federal Deposit Insurance Corporation 
ad state supervisory authorities have 
ben continually impressing upon the 
banks the necessity of using operating 
profits to bolster their capital structures. 
liberal dividend disbursements have 
hen discouraged. These recommenda- 
tims of policy have been adopted by 
the banks and they have been endeavor- 
ing to fortify their positions to the great- 
tt possible extent. 

Under the impact of sharply higher 
axes, however, it is questionable how 
much progress can be reported in build- 
ig up capital funds through the rein- 
vestment of profits. It is likely that lit- 
lle success will be encountered in the 
dort to halt the widening ratio of capi- 
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tal funds to deposits. 

It is apparent that the sharp rise in 
the surtax, rather than the normal tax 
rate, is designed to separate the banks 
from a larger portion of their earnings 
and thus provide the Treasury with 
higher tax revenues. But this objective, 
it should be evident, will be accom- 
plished at the risk of hazarding a de- 
terioration of the banking structure. 
Capital funds cannot be increased at 
the proper pace if a considerable meas- 
ure of earnings is drained away through 
taxation. 

You can’t have your cake and eat it 
too. The FDIC and the Treasury ought 
to get together and decide which goal is 
more in the public interest. 


— 


A PAINLESS TAX PROGRAM 


Looking for a painless tax program? 

Flipping back the pages of history 
might be of some help. Stop at the year 
1789 and you will find a real humdinger 
of a tax plan—one that is just as ap- 
pealing now as it was then. 

Look up Matthew Carey’s “American 
Museum,” a Philadelphia publication. 
Note the proposal of an anonymous “old 
financier” who, with tongue in cheek, 
urged his “infallible scheme” for paying 
off the Continental debt. 

What was the “infallible scheme”? 
Well, it was something simple, some- 
thing basic—it was based on man’s many 
vices. To sin is human, and human 
nature remains the same from century to 
century. So, the plan should still stand 
up—even though one hundred and fifty 
years have passed. 

The plan’s sponsor, some Colonial 
Mark Twain, was pretty positive about 
its financial success. To quote our early 
American tax expert, his tax-sin pro- 
gram would “of necessity yield a vast 
reserve and prove a most infallible 
scheme for our prosperity.” The whole 
Continental debt, he claimed, could be 
paid off with no trouble at all. 

How? Merely by collecting on the 
prevailing sins of drunkenness, blas- 
phemy, slander and infidelity. Such 
taxation, he insisted, would do the pub- 
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lic a lot more good than excise taxes 
cramping foreign and domestic trade. 

There would be a moderate tax on 
perjury—not because this was a lesser 
evil, but because there apparently was 
enough lying going on to guarantee 
plenty of revenue. Drunkenness would 
only be taxed sixpence—‘“as it might 
be prejudicial to trade as well as the 
revenue to discourage it.” Swearing 
was also expected to bring in the shek- 
els—although “military men” were 
granted exemption. 

Sex, however, was relied on as the 
prize revenue producer. “As the world 
goes at present,” our tax expert as- 
serted, “conjugal infidelity would fur- 
nish the public with a large sum, even 
at a very moderate tax; for now it is 
made an esssential part of the polite 
gentlemen’s character, and he that has 
prevailed on the greatest number pro- 
portionately rises in reputation.” 

Somebody please page Mr. Morgen- 
thau! 


— 


WAR FINANCE 

The Federal budget for the 1943 fiscal 
year anticipates the spending of $60 
billion, of which $53 billion is allocated 
for the war effort. Commenting on the 
vastness of forthcoming expenditures, 
the spring number of The Index, issued 
by the New York Trust Company, states 
that all history reflects no instance of 
such tremendous annual appropriation 
in any previous war.” 

The Index notes that the magnitude 
of these expenditures can be compre- 
hended only through comparison with 
similar expenditures by other govern- 
ments. During the six years immedi- 
ately preceding her attack on Poland, 
Germany expended about $36 billion. 
And the cost to Germany of twenty- 
seven months of war was recently esti- 
mated at $87 billion. Great Britain’s 
expenditures for war services during the 
first two years of war amounted to 
roughly $23 billion. 

“So far as size of expenditures is con- 
cerned, declares The Index, “the United 
States is undertaking to perform before 
June 30, 1943, a greater task than Ger- 


many was able to accomplish in six 
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years of preparation and one more thay 
twice as large as that achieved by Greg 
Britain in two years of warfare.” |t js 
also observed that the greatest national 
income unstimulated by war expendi. 
tures in the United States was $80 bil. 
lion in 1929. This gives us some ide 
of the impact which the $60 billion bud. 
get will have on our economy—a 
expenditure equal to approximately 75 
per cent of the peak peace-time national 
income. 

Attention is called to the reports of 
the Brookings Institution and the Joint 
Committee on Reduction of Nonessen. 
tial Federal Expenditures, both of which 
have recommended wide savings in non- 
war items. States The Index: “When 
sacrifices, productive effort of the most 
concentrated character, and _ taxation 
burdens heretofore unknown in ow 
country are required of our citizens, it 
is obvious that all proposed expendi- 
tures of a nature not essential to the 
war effort must be subjected to drastic 
curtailment and not be permitted to 
compete with the war program or the 
maintenance of as high a standard of 
living as may be possible. Obviously, 
an example set by rigid governmental 
economy will have a significant influence 
in unifying the national resolution to 
make the sacrifices required.” 


_ 


THE MOUNTING DEBT 


In “Some Aspects of the Mounting 
Public Debt,” a bulletin issued by Dean 
John T. Madden of the Institute of In- 
ternational Finance, note is taken of a 
popular impression that the rapid rise 
in the debt may lead Congress to at- 
tempt to lighten the burden through 


artificial means. “The most common 
opinion found,” states the bulletin, “s 
that the United States Government may 
further devalue the dollar and apply 
the gold revaluation profit toward re 
duction of the public debt. Such a 
measure would lead to an incr 

flow of gold, a commodity of which 
the United States possesses much 
more than it needs. Even the present 
holdings of gold of the United States 
constitutes a serious and_ perplexing 
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roblem for the monetary authorities. 
jn addition, a further increase in the 
price of gold would tend to increase 
the production of gold, thus causing a 
renewed flow of the metal to this 
country. ...- 

“Another aspect of the debt prob- 
im,” continues the bulletin, “is the 
apprehension that currency depreciation 
may be resorted to with the view of in- 
fuencing the movement of commodity 
rices. Past experience has shown that 
acountry like the United States, which 
isto a large extent economically self- 
suficient, can but little influence the 
price movement through currency depre- 
cation. The danger of a further devalu- 
ation of the dollar will arise only if 
after the war prices in the United States 
should decline sharply while prices in 
other countries are maintained at a high 
level. Such a development, however, 
cannot be foreseen at the present time. 
While commodity price inflation caused 
by artificial means solves the debt prob- 
km, it at the same time either destroys 
or drastically reduces the savings of 
the people. Inflation is probably the 
most unscientific, unjust and harmful 
tax levy that can be imposed by a gov- 
emment.” 

Attention is also called to the impor- 
tant distinction between internal and 
eternal obligations of a country. An 
internal debt, it is remarked, creates 
merely the problem of raising the re- 
quired amount of debt service in national 
currency. An external debt, on the other 
hand, in addition imposes upon the 
debtor government the task of transfer- 
ting its debt service into the currencies 
ifforeign creditors. While an external 
debt drains part of the national produc- 
tion for making payments abroad, thus 
lwering the volume of goods available 
for use at home, internal debt service 
lus no such effect and merely shifts 
lhe ability of obtaining goods and serv- 
kes among the citizens of the country. 


INSURANCE INVESTMENTS 


The New York State Insurance De- 
partment is still of the opinion that the 
hw prohibiting large-scale equity in- 
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vestments by life companies, the result 
of the Armstrong investigation of some 
decades ago is a “salutary” one. 

According to Louis H. Pink, State Su- 
perintendent of Insurance, the strongest 
argument against such investing is that 
it would give the life insurance com- 
panies substantially increased control 
over railroad, public utility and indus- 
trial enterprises. The Armstrong inves- 
tigation, stated Mr. Pink in his annual 
report to the State Legislature, conclu- 
sively proved that such control is dan- 
gerous and should be shunned. 

“The very size and financial power of 
the companies,” he declared, “would 
make it imperative that they invest only 
in underlying securities and leave con- 
trol and management to others.” 

It is conceded that, on an investment 
basis, some common stocks have stood 
up well and that some proven stocks are 
better than some legally eligible bonds. 
But however that may be, “it is difficult 
to overcome the obvious answer that a 
first mortgage is always safer than a 
second or third mortgage on the same 
property.” 

Superintendent Pink also believes that 
life companies should purchase large 
corporate issues directly, noting that the 
issuing corporations can get their money 
at lower cost and with less difficulty 
from a few large investors than from a 
multitude of small security buyers. 


© 


WE have watched with growing concern, 
from session to session of Congress, the 
number and variety of bills introduced 
to make it possible for agricultural bor- 
rowers, by some board of procedure, to 
revalue their debt and to scale the same 
down without the usual procedure of 
bankruptcy. It is very easy to convince 
any debtor that he owes too much 
money. Such loopholes applied to 
farmers will very naturally lead to a 
public demand that they be applied to 
everybody. This practice, once begun, 
will certainly undermine the financial 
structure and the moral and _ social 
recognition of an obligation as some- 
thing which has to be paid.—Bulletin 
West Virginia Bankers Association. 
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Situation 


ORE than at any time, in recent 
years at least, the financial situa- 
tion abroad has been of late so 

mixed that the word “abroad” is no 
longer properly applicable, since the 
financial situation abroad has become 
closely associated with that in the United 
States. This country now occupies the 
position of lender to the United Nations, 
most of which find it necessary to apply 
to this country for loans for military 
or other purposes, military outlays pre- 
dominating. 

As of mid-March, the military situa- 
tion of the United Nations was decidedly 
unfavorable as regards the Far East, off- 
set to a considerable degree by the con- 
tinued and successful offensive opera- 
tions of Russia against Germany. 


~~ 


GREAT BRITAIN 
British Bank Liquidity 


THE feature which ,above all others, dis- 
tinguishes the trend of British banking 
figures during 1941 is the persistently 
increasing liquidity of the position they 
reveal. The ratio of the clearing banks’ 
“quick assets” (i.e., cash, short loans, 
bills and Treasury deposits), to net de- 
posits (i.e., total deposits less items in 
transit and checks in course of collec- 
tion), rose over the year from 39.9 to 
45.3 per cent. It was in the early months 
of 1939, the period of the Treasury bill 
famine which accompanied the abnor- 
mal losses of gold by the Exchange 
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Abroad., 


A Monthly Survey 


Equalization Account, that this ratio 
sank below the arbitrary but tradition. 
ally significant safety line of 30 pe 
cent. The recovery to over 45 per cent 
(and the trend is still steeply upward) 
may, in its first phase, have been a 
highly welcome phenomenon to the 
banks; but from some points of view 
the pendulum is now swinging too far in 
the other direction. It is, however, well 
nigh inevitable that this tendency toward 
excessive liquidity should occur ina 
period of expanding credit, contracting 
civilian industry and growing intrusion 
of direct Government finance into war 
industries and commodity markets. In 
these conditions, bank advances inevi- 
tably contract—as they have done dur 
ing the past year—and the banks will he 
left to utilize the resources liberated by 
these repayments as well as_ thos 
brought into existence by credit expar 
sion in one form or other of Gove 
ment paper. 

This, however, would not of itself 
make for excessive liquidity, since the 
banks could, in theory, have converted 
into longer-term Government securities 
a larger proportion of the funds mate 
available to the Government in the firs 
place by way of six-months Treasury 
deposits. As will be seen by comparing 
the aggregate clearing bank balan 
sheet figures for the end of 1940 ani 
1941, loans and advances fell by £%; 
000,000 last year. The whole of the r 
sources thus liberated may be said 
have gone into investments, which dur 
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ing the year rose by £227,000,000. Over 
the same period, Treasury deposits in- 
ceased by £444,000,000. To some ex- 
nt this was merely in replacement of 
Treasury bills and money market assets, 
ihe bill portfolio and short loans having 
fallen by £112,000,000 over the year. 
But the banks could have maintained a 
liquidity ratio well above the traditional 
minimum and yet have exercised to a 
geater extent their right to convert 
Treasury deposits into one or other of 
the longer-term tap issues of the Gov- 


ernment. 
* # * 


The banks’ composite balance sheet 
atthe end of 1941 has come to present 
a picture in which Government paper 
isnow the overpoweringly dominant fea- 
re. That dominance will assuredly 
sow as long as the war lasts. Invest- 
ments had, by the end of 1941, come 
toemploy 30 per cent of the resources 
deposited with the banks. Another 24.2 
yer cent was represented by Treasury 
deposits, while bills and short loans 
5 (representing Treasury bills directly or 
through collateral to the virtual exclu- 
sion of all other paper) provided an- 
iher 9.3 per cent between them. This 
um total of 63.5 per cent compares 
with a corresponding figure of 45 per 
ent at the outbreak of the war. This 
distortion in the normal structure of 
banking assets has far from reached its 
peak. Advances have been falling 
steadily. Ousted by investments from 
the first place in the ranking of bank- 
ing assets, they seem destined within a 
fw months to yield second place to 
Treasury deposits. At the end of the 
year these deposits were within £49,000,- 
00 of the total of advances and were 
ining fast on them. These changes in 
he composition of bank assets provide 
sme measure of the revolution which 
as occurred in the course of translating 
le banks’ functions from a relatively 
te peace-time economy to the effec- 
tively controlled war economy of today. 
I is a revolution which raises many 
ots and questions about the future of 
uking in this country—The Econo: 
mist, 
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The Rothschild Succession 


A unique company registration has 
been announced as part of the mecha- 
nism for insuring the continuation of 
the banking business of Messrs. N. M. 
Rothschild and Sons in the event of the 
sudden and simultaneous death by en- 
emy action of the two existing partners. 
A company with the title of Rothschilds 
Continuation, Limited, has been formed 
with a capital of £100. Its function will 
be to carry on the business of the bank- 
ing firm in the event of the sudden death 
of Mr. Lionel and Mr. Anthony de 
Rothschild, the two sole existing part- 
ners. The capital of the new company 
is divided into two shares, one going to 
each of the Rothschild partners. The 
holder of each of these shares has the 
right to appoint up to three directors of 
the new company. The functions of the 
company, should it ever be called upon 
to assume them, would be purely tem- 
porary, and would cease when new part- 
ners assumed control. The City has 
since September, 1939, witnessed many 
precautionary steps designed to meet 
and provide for the potential hazards of 
war; but few have equaled the meticu- 
lous ingenuity and preciseness of this 
arrangement to ensure the succession 
and continuity of 2 great merchant 
banking firm.—The Economist. 


~~ 


THE ARGENTINE 


IMPROVEMENT in Argentina’s internal 
businesss conditions during 1941 was 
reflected in statistics for the year issued 
by the Argentine Central Bank. Check 
clearings for the year established a rec- 
ord, amounting to 54,181,000,000 pesos 
as compared with 46,427,000,000 pesos 
in 1940. The figures for January this 
year show that the check clearings 
amounted to 4,633,290,000 pesos, which 
marks a new monthly high for the past 
five years. Transactions on the stock 
exchange last year totaled 1,691,545,000 
pesos as compared with 1,164,665,000 
pesos in 1940. 

An increase was shown in both rail- 
way tonnage and receipts. For the 
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whole of last year, railway receipts 
amounted to 510,717,000 pesos as 
against 452,268,000 pesos in the previ- 
ous year. Figures published regarding 
railway tonnage show that for the first 
eleven months of last year, freight car- 
ried on Argentine railways totaled 41,- 
122,000 tons as against 36,140,000 tons 
for the corresponding period in 1940. 
Tax collections in Argentine last year 
were 958,446,000 pesos as contrasted 
with 1,061,834,000 pesos in 1940. 

The Argentine customs import reve- 
nue in January amounted to 17,886,858 
pesos, compared with 19,389,000 pesos 
in December and 11,782,000 pesos in 


January last year. 


o~ 


BRAZIL 


DEsPITE war and depressed economic 
conditions in many parts of the world, 
internal business in Brazil was favorable 
in February, and at least 10 per cent 
better than in the comparable period a 
year ago. February is normally slow. 
Trade in normal consumer articles dur- 
ing that period is usually depressed, but 
on the other hand, as a result of the 


carnival season, there is always an active 
demand for carnival goods. This latter 
circumstance contributed in no small 
measure this year in bolstering the level 
of trade. A continued good export trade 


in articles sold abroad at attractive 
prices was also a factor in the generally 
favorable picture. 

The 1942 ordinary budget estimates 
revenues and expenditures at 4,388,756 
and 5,026,077 contos, respectively, com- 
pared with 4,124,546 and 4,881,197 
contos in 1941. The 1942 estimates do 
not include the anticipated receipts and 
disbursements of the Central Railway of 
Brazil.—Foreign Commerce Weekly. 


—_ 


BRITISH BANKS AND THE PRESS 


BritisH banks have been notoriously 
shy of publicity—not because they have 
had anything fearsome to hide, but 
rather by reason of their obsession with 
the fear of infringing that sternest of 
banking rule: the secrecy of their cus- 
tomers’ business. With the integration 
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of the banks in comparatively few poy. 
erful units liable to receive the shaft 
of political criticism, this protective hy. 
rier of silence and unapproachability 
has had to be broken down. But behin4 
it there has too often remained an jp. 
articulatenesss which has given und 
served impunity to the most irresponj. 
ble criticism of the banks, and whic 
has left unsatisfied reasonable publi 
curiosity about their activities. Fort. 
nately, all this is changing—alhei 
slowly. The banks are learning th 
gentle art of public relations. Last yea 
the Bank of England startled the City 
by establishing a special department for 
the collection and dissemination of jp. 
formation, an innovation which has al. 
ready given the press ample cause for 
satisfaction. This week comes the news 
that five of the clearing banks have es. 
tablished a Banking Information Service 
which will be directed by Mr. Arthur 
Barber, until recently a director of the 
firm of Glyn Mills and Company. The 
move is in the right direction, and the 
press can but wish it well—the 
Economist. 


— 


WAR’S DRAIN ON THE BANKS 


In his annual address as President of 
the Bank of New South Wales, Sir 
Robert W. Gillespie said: 

I wish to express the directors’ appre 
ciation of the work of the staff during 
the year. It has been no easy task for 
them to handle all the new complexities 
introduced by war-time conditions and 
the attendant new legislation and regu- 
lations, and we thank them for the way 
they have met the situation despite the 
reduction in staff caused by enlistments 
Employes of the bank are serving in all 
three arms of the forces, and on mos 
battlefronts. No fewer than 1,460 men, 
or 29 per cent of our total male staff, 
have enlisted for oversea or full-time 
service. I regret to say that 19 of thes 
men have lost their lives in the service 
of their country. Their names ar 
printed in this report, and to their 
memory we pay our grateful respec 
Many more, too, have been reported 
either missing or prisoners of war.” 
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Current Conditions in Canada 


N acceleration in the rate of Cana- 
dian industrial activity, the first 
since November last, is recorded in 
the Canadian Bank of Commerce index 
and reported in the bank’s March Com- 
nercial letter, namely 164 for mid-Feb- 
as against 160 for mid-January 
(1737=100). Commenting on this 
dange, the bank reports: 

“The percentage of current factory ca- 
pacity utilized rose from 114 to 116. 
This increase, coming after two months 
of slight recession, indicates that a fur- 
ther reorganization of industry and re- 


wolmg of plant for war requirements , 


has already taken place and that the ac- 
tual output of war materials is expand- 
ing steadily. 

“Those sections of industry catering 
nainly to civilian consumption register 
tither only seasonal increases (as in the 
ase of women’s factory clothing and 
sme textiles) or actual declines. The 
output of foodstuffs fell, especially con- 
fetionery, flour, cereals, and to a less 
atent meats. Footwear and men’s fur- 
tishings also declined. Increased activ- 
ily of saw and planing mills made up 
for a decline in furniture and other 
woodworking plants. 


The Automotive Trades 


‘The automotive trades record re- 
wwed activity, slightly better' than a 
year ago, but the types of units pro- 
dued are increasingly confined to those 
for war or vital commercial purposes. 
Almost all branches of the iron and steel 
tades continue to register expansion, 
specially the heavy trades, while an in- 
teasing number of metal-working fac- 
lories are now operating armament sec- 
toms, . . ° 

“Our wage pay roll index for January 
vs 185 (1937=100), compared with 
8 for December and 144. for January, 
Ml. Construction and trade pay rolls 
vate seasonably lower, manufacturing 

transportation recorded little 
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were seasonabbly lower, manufacturing 
change, the banks reports: 


Bank of Montreal 
The Monthly Letter of the Bank of 


Montreal dated March 23 comments as 
follows on the Canadian situation: 

“Outstanding, at a time when new rec- 
ords are the order of the day, has been 
the overwhelming success of Canada’s 
Second Victory Loan launched by the 
government for the purpose of financing 
expenditures in connection with this 
country’s war effort. Opened on Feb- 
ruary 16 with a minimum objective of 
$600,000,000, the campaign proceeded 
until March 7 when, at its close, it was 
announced that the ‘people’s answer to 
the request of the National War Finance 
Committee for funds to support our men 
in the armed services was a total sub- 
scription of $979,000,000. Subscrip- 
tions and pledges came from all classes 
in every part of the country. People not 
only purchased the new Victory Loan 
bonds with their accumulated funds, but 
in many cases pledged their anticipated 
savings over the next six or eight 
months. Particularly gratifying was the 
excellent response of the wage earners 
and other small subscribers, and the 
much wider distribution of the Loan 
than of its predecessor is indicated by 
the fact that the number of subscribers 
to it is some 1,5000,000 as compared 
with 920,000 for the First Victory Loan. 
Of the total raised, about $152,000,000 
represents conversions of earlier Domin- 
ion issues. 

“With Canadian industry rapidly 
striding toward a 100 per cent war ba- 
sis, new and more drastic measures are 
being taken to restrict and, as far as 
possible eliminate, non-essential uses of 
certain materials, notably rubber, of 
which there is a growing scarcity. The 
automotive industry is particularly af- 
fected. A uniform pricing system for 
motor cars applicable across Canada be- 
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came effective as of March 17. Au- 
thority has been taken to control all 
commercial motor transportation other 
than bus services licensed by provinces 
or municipalities to carry passengers 
over defined routes. The new authority 
may be exercised to require the pooling 
of equipment and facilities and to elimi- 
nate the running of vehicles without 
loads or with partial loads. Sightsee- 
ing bus trips have been prohibited, and 
in other ways the official campaign to 
conserve rubber, oil and automotive 
equipment is being extended. A govern- 
ment-owned corporation is being set up 
to produce synthetic rubber, but it is 
not expected that production will com- 
mence before the latter part of next 
year. Further limitations in gasoline 
allowances for private automobiles are 
intimated as a possibility, as a result 
of tanker losses in the Atlantic, and the 
use of motor boats for pleasure is being 
drastically curtailed. All sales of vir- 
gin copper and zinc have been prohib- 
ited except by permit, and the use of 
non-ferrous metals is being restricted. 
As from June 30, tin plate containers 
may not be used for a wide range of 
foodstuffs and, where use is permitted, 
the size range of the tins is to be re- 
stricted to standardize types. Even in 
the field of men’s and boys’ clothing reg- 
ulations will shortly become effective to 
prevent the unnecessary use of material. 
In all these and other respects the na- 
tional belt-tightening process proceeds, 
with widespread and ungrudging codper- 
ation on the part of the citizens. 
“Business activity continues at a high 
level under the influence of war orders 
and war expenditures. Railway traffic 
continues to record gains and gross rail- 
way earnings in the first two months of 
the year were more than 25 per cent 
greater than in the corresponding period 
of 1941. Additional equipment is on 
order to meet growing demands upon 
rolling stock and motive power.” 


Royal Bank of Canada 
The March letter of the Royal Bank 


of Canada comments as follows on Can- 
ada’s tourist trade and its importance to 
Canadian economy: 
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“Probably at no time in the history 
of Canada has the necessity of building 
up a satisfactory balance from tourig 
traffic been greater than at the presen, 
Despite the realization that the net valye 
of tourist expenditures has been freatly 
overestimated in the past, tourist traffy 
still remains one of the largest and mog 
readily accessible means of additional 
foreign exchange. In 1940 the net pw 
sult of such expenditures was a balance 
in Canada’s favor officially estimated x 
$85 million; for the 1941 season it js 
probable that this balance was in exces 
of $100 million. 

“A number of adverse influences com. 
bined during the 1940 season to reduce 
tourist expenditures in Canada from 
$164 million in the previous year tp 
$128 million. Expenditures by Canadian 
tourists in other countries during 194) 
were placed at $43 million, leaving: 
balance in Canada’s favor of $85 mil. 
lion as compared with the revised est 
mate for 1939 of $78 million. Circul- 
tion of malicious rumors regarding the 
safety and comfort of travel in war-time 
Canada, the tightening of United State 
passport regulations and what seems to 
have been a fairly general feeling of w- 
certainty regarding exchange contr 
and customs entry procedure, were in 
the main responsible for turning awa 
many prospective visitors from our bor 
ders. Fortunately there was no dela 
in recognizing the dangers of this sitv 
ation. A vigorous campaign was imme 
diately launched designed to show that 
domestic conditions in Canada remaine 
relatively normal despite the war.” 


Interested in 
banking books? 


Send for our complete 
catalogue 


Bankers Publishing Co. 


465 Main Street 
CAMBRIDGE. MASS. 
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BOOKS for 


Your Business Goes To War. By Leo 
M. Cherne. Boston. Houghton Mifflin 
Co. Pp. 419. 1942. $3.50. 


Business intelligence is on the threshold 
ofa greater challenge, a more difficult 
assignment, a more profound responsi- 
bility, than has ever been imposed on it. 
Never before has business been called on 
to make such quick and vital decisions 
as the immediate future will demand. 

The purpose of this book is to provide 
American business men with the facts 
necessary for wise decisions in the work 
they must do in the vast war production 
program. The book tells specifically 
vhat they can do and how they should 
doit. It also tells what they must do 
ad what they must not do in nearly 
wety phase of production and dis- 
tribution. 

The critical demands of war produc- 
tion today, even more than the will of 
imividual enterprise to survive, require 
that the executive find his way along the 
blacked-out roads of our economic life. 


Mr. Cherne deals with all the complex 
‘pects of the situation, including a dis- 
assion of the following questions: how 
secure raw materials under rationing, 
Morities, and allocations; what agen- 
tis to approach and how; how to secure 

perform government contracts and 
uhontracts; how to convert plants to 
martime production; how to use the tax 
mortization privilege; how prices, capi- 
bl and credit are being controlled; what 
sinesses are considered essential; what 

happen to non-essential businesses. 
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Brief Reviews 


Boom or Bust. By Blair Moody. New 
York: Duell, Sloan & Pierce. 1942. 
Pp. 336. $2.50. 


Wuart is going to happen after the war 
is over? This is the vital question in 
everyone’s mind today. Will we “boom 
or bust?” 

The author of this book, who is a 
Washington correspondent, has made 
an exhaustive study of this question, and 
reviews the whole story, telling what he 
believes is going to happen and what 
should be done. 

Mr. Moody believes that when this war 
ends, when the arms-spending boom is 
finished and done with, the United States 
is going to have to make a terrific 
choice. Either there will be a bust that 
will make the crash of 1929 séem a 
happy memory, or else for the first time 
in history a nation will begin to produce 
for peace. Either there will be jobs 
waiting for the ex-soldiers and the men 
and women out of defense industries, or 
there will be an economic collapse. 
Either there will be an America which 
has geared its unmatched industrial ma- 
chine to production for use, or else. . . . 

He quotes directly from the key 
figures in Washington who are now at 
work on tomorrow’s blueprints; among 
these leaders are men like Milo Perkins, 
John D. Biggers, William L. Batt, Mar- 
riner S. Eccles, Gardiner C. Means, 
Donald M. Nelson, Harold D. Smith, 
Henry A. Wallace, and a score of others. 

Mr. Moody’s purpose in writing such 
a book as this is to present the problems 
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Always a sound 
investment LEARNING 
ANOTHER LANGUAGE 


The Berlitz Method, starting with con- 
versation from your first lesson, gives 
you a working knowledge of your new 
language in the shortest possible time. 
You learn to speak, read and write like 
a native. 

Commercial courses for advanced stu- 
dents. Private or class instruction. Day 
or evening. Native teachers. Send for 
catalog. 


Free Demonstration Lesson 


BERLIT SCHOOL OF 


LANGUAGES 
New Yorx 630 Fifth Ave. 


International Bldg., Rockefeller Center 
Court Street 

..Baltimore Life Building 
140 Newbury St. 

Rand Building 

30 North —- Avenue 


BrRookLyN 
BALTIMORE .... 
Boston ........ 
BuFFALO .... 
CHICAGO .... 
CLEVELAND 
DETROIT 
NEWARK 
PHILADELPHIA .. 


eader Building 
David Whitney Building 


. ...266 S. 15th Street 
PITTSBURGH Grant Building 
San Francisco 209 Post Street 
WasHIncTON......Hill Bldg., 17th & Eye Sts. 


Americans face in a clear, understand- 
ing way, so that they will be tackled and 
solved by an aroused and realistic na- 
tional effort, shared alike by business, 
labor, and government, before it is too 
late. 


DisTRIBUTIVE Justice. By John A. 
Ryan. New York. Macmillan Com- 
pany. Pp. 357. $4.00. 

Dr. RyAn’s aim and method in this re- 

vised third edition of “Distributive Jus- 

tice,” are the same as those of his previ- 
ous editions—to discuss systematically 
and comprehensively the justice of the 
processes by which the product of indus- 
try is distributed. Inasmuch as the 
product is actually apportioned among 
landowners, capitalists, business men 
and laborers, the moral aspects of the 
distribution are studied with reference 
to these four classes. While their rights 
and obligations form the main subject 
of the book, the effort is also made to 
propose reforms that would remove the 
principal defects of the present system 


and bring about a larger measure of 
justice. 

The author believes that some peopk 
will question the value of such a study, 
for when the war ends, although the 
principals of justice will remain y. 
changed, their application to the stry. 
ture of the new economic order will cali 
for a vast amount of argument and dis 
cussion. However, until the war dos 
end, the system of private enterprise will 
probably remain the same, so this wor 
will be useful until then, anyway. 

This book is divided into four sections 
which include; (1) Morality of privat 
landownership and rent, (2) Morality 
of private capital and interest, (3) 
Moral aspect of profits, (4) Moral 
aspect of wages. 


Democracy. By Reginald Lennard. 
Cambridge: (England): University 
Press. New York: Macmillan. 194), 
$1.25. Pp. 121. 


Whar is the meaning of the word Demo- 
cracy? It is the watch-word of a great 
ideal. Americans must not take this 
word for granted without thinking about 
its true meaning, if it is to retain it 
vitality and sustain us in the struggle 
in which we are engaged. 

“Democracy is more than a form od 
government. It is a social ideal; and 
the difficulty of the ideal is commen 
surate with its nobility.” 

Mr. Lennard starts from this famous 
phrase of Abraham Lincoln’s, and 
makes a fundamental study of the extra 
ordinarily rich implications in it. le 
discusses the essence, the spirit, the roots, 
the growth of Democracy; the relations 
between Democracy and war, and educs- 
tion; and finally, what effect the decline 
of individualism and the recent emer 
gence of collectivism are likely to have 
upon the practice of Democracy in the 
future. 

The author’s purpose in writing the 
book is to clear up any misconceptiors 
his readers may have of the meaning o 
Democracy. While the stern tasks of 
war allow most people little time fo 
reflection, there is all the more reas0 
for them to take the opportunity to 
about Democracy and what it stands for. 
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puancinc THE War. A Symposium. 

Philadelphia. Tax Institute. Pp. 366. 

§2.50. 
jyopance of inflation is a paramount 
ibjective in any system of financing a 
yr. This work furnishes a kind of 
jeprint for the nation to follow if we 
ye to avoid the devastating spiral of 
iflation. The book comprises eighteen 
uthoritative chapters covering various 
phases of war finance and prepared by 
ys many experts. 

This symposium of discussions was 
jne with much collaboration and care- 
lstudy on the part of its authors. The 
fst part attempts to show the amount, 
daracter and implications of Federal 
fscal activity. 

Another phase of the discussion is 
jvoted to the larger economic implica- 
tins of war finance and to means of 
using the impact of taxes necessarily of 
meat severity. 

Other discussions deal with fiscal pro- 
mmming in relation to prices, the 
gach for policies to mitigate the hard- 
dips for individual taxpayers, and the 
poblem of tariffs and international rela- 
tions. 

The Tax Institute also had the col- 
iboration of three internationally 
hown experts on German, British and 
(madian finance. 

‘financing the War” will inform 
fry economist and average citizen who 
swondering about the shape of things 
come on the home front. 


feral Price CONTROL. 
Johnsen. 
Company. 


By Julia E. 
New York: H. W. Wilson 
1942. Pp. 266. $1.25. 


li author of this book has presented 
i tadable, impartial compilation of 
what recognized authorities have said 
ma all sides of an important, controver- 
sal problem of the day. 
The general arrangement which is fol- 
wed in the book is (1) a general 
ion presenting the problem from 
ill angles and providing an historical 
kground; (2) the affirmative argu- 
mats, and (3) the negative arguments:. 
Franklin Delano Roosevelt, Bernard 
h and David Ginsburg are 


TE BANKERS MAGAZINE for April, 1942 


among the leading exponents quoted in 
favor of price control, whose pro-con- 
trol arguments include prevention of 
inflation resulting from run-away prices, 
insurance that the Government will re- 
ceive reasonable value for its extraor- 
dinary expenditures for defense, etc. 

The opposition is presented, among 
others, by Senator Robert A. Taft, Pro- 
fessor Irving Fisher of Yale and Rep- 
resentative Paul W. Shafer. Their ar- 
guments include price control as being 
undemocratic, as removing incentive, 
and slowing down production, and as 
encouraging a great bootlegging trade 
that defeats its purpose, etc. 

This problem is one that vitally af- 
fects all consumers. It is a problem that 
will be with us for the duration of the 
war. Therefore, everyone should be fa- 
miliar with its implications. 


Money, CuRRENCY AND BANKING. By 
Harold L. Reed. New York and Lon- 
don. McGraw-Hill Book Company. 
1942. Pp. 484. $3.75. 


ALTHOUGH this book was written prim- 
arily as a textbook for college students 
in economics, it contains much of inter- 
est for the general reader. The author is 
professor of economics at Cornell 
University. 

In this book, the author has bee suc- 
cessful in presenting his material in a 
non-factual, non-categorical manner, 
bearing in mind the necessity for a 
reéxamination and reappraisal of the 
significance of important events in our 
financial history. 

One of the basic aims of the text is 
to give its readers a better understand- 
ing of recent and revolutionary develop- 
ments, both on monetary policies and in 
theoretical interpretations. 

The scope of the book is shown by the 
following chapter heads: Functions of 
money and currency contrasted; our cur- 
rency system; how banks provide the 
payment media; limitations upon the 
creation of redemption currency; gold 
standard—its meaning and significance; 
domestic exchange; exchange between 
fixed gold currencies; paper currency 
and silver exchanges; comparisons with 
gold exchanges; foreign exchange prac- 
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tices; triumph of the gold standard in 
the nineteenth century; transitions from 
silver and paper standards to gold. East 
India; determination of the value of the 
monetary unit; transactions equation of 
exchange; usefulness of the equation of 
exchange; source of bank deposit cur- 
rency; local loans and mortggaes—trend 
toward marketable investments; capital 
and the bond account; outer market in- 
vestments; earnings and the mainte- 
nance of solvency; deposit reserves prior 
to 1913; logic of American banking de- 
velopment; rationale of the Federal Re- 
serve Act; changes in Federal Reserve 
technique since 1913; factors increasing 
or decreasing the volume of member 
bank reserves; principles of war finance; 
English monetary policy from the First 
World War until the close of 1924; 
English return to gold in 1925 and its 
immediate monetary consequences; fail- 
ure of American support of England’s 
gold standard; English exchange equal- 
ization account; deflation and the col- 
lapse of the American Banking System; 
1933 collapse of the Banking System 
and the bank-reopening legislation; gold 
revaluation; wisdom of the 1933-1934 
gold policy; commodity dollar ‘and 
price stabilization; guides to Federal 
Reserve Policy; armament financing and 
the control of inflation; 100 per cent Re- 
serve Plan; Keynesian and other doc- 
trines that stress the relationship of sav- 
ings and investment; our future mone- 
tary system; Graham storage proposal; 
principles of banking reform. 


THe Course oF AMERICAN Propuc- 
TION. By Paul Maslow. Brooklyn, 
N. Y.: Brooklyn College Press. Pp. 
87. 1941. $1.50. 

Tue author believes that there are two 

trends for the development of Ameri- 

can capitalism, one which sacrifices 
production to profit and the other 
which sacrifices profit to production. 

The first trend he believes would lead to 

eventual anarchy. The latter would lead 

eventually to a form of socialism and 
production for use. Concerning this lat- 
ter, he concludes: 

“The new economic organizers will 
be stimulated into action by the desire 


to satisfy mass needs rather than th 
incentive of individual profit. Thus th 
interregnum which started out to resoy 
capitalism will finish with the establish 
ment of socialism. 

“Once steps toward complete social. 
zation are taken, events will move fay 
Unrestrained by a dying profit motix 
expenditure for need will require th 
spending of all available monies to » 
cure the very best output of machin 
production. After the Government 
secured of a steady, easily obtained aj 
rising income and the distribution ¢ 
money made subject to the satisfactia 
of a maximum need, a really fine ip 
strument will be developed for the rapid 
and complete circulation of money and 
goods. All artificial obstacles will k 
removed from the path of unrestricted 
production and consumption. Materia 
existence will become more simple, s 
simple as weaving all the cloth possibk 
and outfitting the people, or producing 
all the automobiles possible and distrib 
uting every one. Then the artificialy 
created poverty of the interregnum wil 
be wiped out and the vast latent ener 
gies of machine production will be full 
released.” 


FeperaAL Utitity REecuLation An 
TATED. Volume I. Washington 
D. C.: Public Utilities Reports, In. 
Munsey Building. Pp. 858. 192 
$12. 

Durinc the relatively short but impor 

tant period since its enactment, the Pub 

lic Utility Holding Company Act has 
tablished a reputation for being diflialt 

Passed in 1935, a year which climar 

a series of legislative reforms, whit 

have never been noted for their claniy 

or simplicity, this act challenges 
only administrative interpretation bit 
to some extent, even an elementary Colt 
prehension of the text and context. 
This volume contains a section-bys 
tion presentation and analysis of the 
text of the act. This is done in theft 
lowing manner: A segment of stall 
is first printed in fairly prominent ty 
followed by any or all rules of thes! 
applicable to that section or subsectit 
of statute. Finally, in still another tf 
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jess, there is schematically presented a 

‘est of all court and commmission de- 
sions bearing upon that part of the 
lw; together with supplementary notes 
om addresses, statements, law journal 
ad business review articles, and so 
oth. Interspersed are a number of edi- 
pr'snotes pointing out case trends, pro- 
dural routines, and other helpful hints. 

following this exhaustive section-by- 
gion treatment of the act (which is 
joken down thoroughly for pick-up ref- 
wence in the Contents Table), the act 
iself is presented in its entirety. Next 
ihe General Rules and Regulations and 
Rules of Procedure are reported in full 
text. 

Finally there is a subject index 
ving an alphabetical register of 
ome 1,500 companies by the SEC. 
In parallel columns are listed (1) 
ie “family” relationship of the 
sven company, (2) citations to ev- 
ay SEC case in which it has been a 
party, (3) a corresponding citation to 
the page in which such case might be 
digested, (4) a reference to those sec- 
tims of the Holding Company Act in- 
volved in such cases. 

All told, this book is a monumental 
volume on the Holding Company Act 
ad the work of the SEC pursuant to 
it from 1935 through 1941. 


~ 


BOOKLETS 


Berweex Automatic AND AUTHORITARIAN 
Puce-Maxinc. By Edwin G. Nourse. 
Washington, D. C.: The Brookings In- 
stitution. 1942, Pp. 38. 25¢. 
Tus is the first chapter of a book which 
is being serialized in pamphlet form, the 
pmphlets to appear monthly. In explana- 
tim the author says in a prefatory note 
in the first pamphlet: 
‘Por some three years, I have had under 
vy a study of the modern workings of 
te private enterprise system, approached 
from the standpoint of price and produc- 
tion policies. Attention to and interest in 
this theme appears now to be so active and 
% steadily mounting that it would be wise 
wt to postpone publication longer, even 
mugh some details of analysis and expo- 
‘ton, especially in certain of the later 
publication of this study in serial form as 
are yet to be worked out. It 
his therefore been decided to inaugurate 
*goup of twelve pamphlets, one of which 
Sto appear each month during 1942. 
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“We believe that this procedure has two: 
advantages beside the earlier presentation’ 
it makes possible. The final volume will 
extend to some 375 or 400 pages and, in 
view of the character of the subjects dis- 
cussed, may prove a somewhat formidable 
reading assignment in these busy days, 
even for those particularly interested in 
the problems with which it deals. But 
anyone can find a period of leisure suf- 
ficient to read a pamphlet of 25 to 40 
pages. Furthermore, the interval betwee1 
pamphlets gives the reader time to turn 
over in his mind each section of the argu- 
ment and define his own degree of accept 
ance or points of dissent. Thus he can 
mature his own thinking as he moves from 
one chapter to another over a longer period 
than is ordinarily devoted to the reading 
of any particular book.” 


Crepit Prostems 1x A War Economy. By 
Roy A. Foulke. New York: Dun & Brad- 
street. Pp. 71. 1942. 


Tuis pamphlet, compiled by the manager 
of the Specialized Report Department of 
Dun & Bradstreet, contains the important 
balance sheet and operating ratios for 78 
different lines of business for the year 1940. 

Among the ratios given are the follow- 
ing: Current assets to current debt; net 
profits on net sales; net profits on tangible 
net worth; net profits on net working capi- 
tal; turnover of tangible net worth; turn- 
over of net working capital; average col- 
lection period; net sales to inventory; fixed 
assets to tangible net worth; current debt 
to tangible net worth; total debt to tangi- 
ble net worth; net working capital repre- 
sented by inventory; inventory covered by 
current debt; net working capital repre- 
sented by funded debts. 

It also contains a discussion of various 
credit problems which are peculiar to a 
war economy. 


THe TRADING WITH THE Enemy Act As IT 
Retates To FinanciaL Transactions. By 
A. M. Strong, Manager, Foreign Depart- 
ment, Public Nationat Bank and Trust 
Company, New York. 

A reprint from the February, 1942, issue 

of The Burroughs Clearing House, supple- 

mented with a summary of Treasury li- 

censes relating to foreign property control. 


Homes to Live In. By Elizabeth Ogg and 
Harold Sandbank. New York: Public 
Affairs Committee, 50 Rockefeller Plaza, 
Pp. 32. Ten cents. 


In this pamphlet is found a discussion of 
the economical planning of space and equip- 
ment in our homes during the stringencies 
imposed by the war. It is suggested that 
a careful consideration of this problem 
should be a means of strengthening morale. 

It answers such questions as: How to 
make your home more attractive at little 
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Federal Reserve Bank 
of Boston 


By 
JosePH H. TAGGART 


ERE for the first time in book 
form is a complete treatise on 
the history, economic background, 
organization and operation of the 
Federal Reserve Bank of Boston. 
It is one of a series of investiga- 
tions into various phases of bank- 
ing history undertaken by the 
faculty and graduates of Columbia 
University. 


The author, who is on the fac- 
ulty of the University of Kansas, 
is a native of Massachusetts. Be- 
sides a careful study of all of the 
available data, he has supplemented 
his research with personal inter- 
views with officials of the Federal 
Reserve Bank and Boston bankers. 


The book contains 75 tables and 
15 charts. The price is $5 deliv- 
ered. Examine a copy on 5 days’ 
approval. 


Price $5 delivered. 


BANKERS PUBLISHING COMPANY 
465 Main Street, Cambridge, Mass. 


Please send me on approval a copy of 
“The Federal Reserve Bank of Boston” 
by Joseph H. Taggart. At the end of 
5 days I will either remit $5 or return 
the book. 
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expense? What to do if your rooms a 
crowded? How to make your own fun, 
ture. This is the sixty-sixth of a serie; af 
popular, factual, ten-cent pamphlets pub. 
lished by the Public Affairs Committee. 


More For Your Money. By Carol W. yy. 
fett. New York: Public Affairs (jp. 
mittee, 30 Rockefeller Plaza. 1949. Ph, 
32. 10¢. 

InpIvipvaL consumers are given the folly. 

ing suggestions for using and _promotiy 

standards: ’ 

1. Bear in mind that you have a right 
specific and complete information abpy 
anything you buy. 

2. Look for labels and advertisemen 
that give all the facts you need to mi 
an intelligent choice. 

3. If all the important facts are mi 
given in advertising or on labels, ask ques- 
tions of the salesperson; if the salespersm 
cannot answer your questions, consult tk 
buyer, department head (or proprietor of 
a small establishment). Tell them that yu 
need this information to buy intelligenth, 

4, Study available national standard, 
either as individuals or in group program, 
and ask your local retailers to proviie 
merchandise that is labeled informativek. 
Do not be discouraged bv indifference or 
the small beginning that has been mate. 

5. Co-operate with the organizations an 
agencies listed in the pamphlet that ar 
promoting the development and _ use of 
national standards. 


A Hawnpsook on Urpan_ ReEpeveLoPey 
For Crtres IN THE Untrep States, Fel- 
eral Housing Administration Public 
tion. Washington, D. C. Superintenden 
of Documents. 15¢. 

Ir is the purpose of this handbook to sug 

gest certain powers and procedures, ail 

an integrated long-term program, fo 
dealing with slums and blighted areas, an 
to prevent their recurrence. These sig 
gestions are intended to be helpful to the 
who are aware of the grave social aml 
financial maladjustments that are involved, 

who know that deterioration continues u- 

abated and will continue unless adequale 

and effective preventive and _ correctit 
measures are developed and applied. 

The definite financial interest which th 
Federal Housing Administration has 
this field (as indicated in introductory 
pages of the handbook) has not been # 
lowed to distort its studies or this preset 
tation. The handbook attempts to malt 
tain a well-rounded point of view of ti 
problem as a whole. 

The handbook should be helpful to 1 
and inexperienced planning agencies, me 
bers of which may be puzzled as to wher 
or how to begin the necessary investigé 
tions and planning. 
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The A. B. A. and 
“FOOD FOR 


HE American Bankers Association 

has asked the nation’s banks to give 

their full support to the Govern- 
ment’s war-time “Food for Freedom” 
program in a 36-page booklet mailed to 
the banks designed to show how banks 
can take part in the program. The book- 
let is entitled “How Banks Can Assist 
in the Food for Freedom Program.” 
_ The booklet is a working manual of 
information governing the operation of 
banks under the “Food for Freedom” 
program. It sets forth the agricultural 
goals for various foods determined by 
the Secretary of Agriculture to be neces- 
sary to meet the war-time requirements 
of the United States and its allies and 
outlines a plan of action by means of 
which country banks may make their 
part in the program effective. It sug- 
gests a procedure for the individual 
bank in financing the program. It 
shows how banks can adopt an aggres- 
sive agricultural loan policy without re- 
laxing credit standards, and proposes a 
nation-wide series of meetings of bank- 
ers the object of which is to familiarize 
bankers everywhere with the program 
and ways in which the banks may codp- 
erate with it. The question and an- 
swer method of treatment is employed 
throughout the booklet. 


Country Banks 
In a chapter on the “Responsibility 
of Country Banks” the purpose of the 
A. B. A. project is summarized as 
follows: 
“The drive to increase agricultural 
production is as definitely a part of our 
country’s war program as is the drive 
to increase production of planes, ships 
and tanks, or the calling of more men 
to the colors. It is the duty of all farm- 
€rs and all institutions that finance farm- 
ers to further this program in every 
possible way. / / 
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FREEDOM” 


“At all times, large amounts of cregi 
are needed for the efficient operation ¢ 
farms. The present situation makes j 
imperative that agricultural productiq 
shall not be handicapped by lack ¢ 
adequate credit. 

“Extending credit is a normal fu. 
tion of banks, and since by far th 
largest source of supply is found in th 
deposits of individuals in the banks 
this land, it is but natural that tk 
major responsibility of financing tk 
production credit requirements of agi: 
culture should be assumed by commer. 
cial banks. 

“The commercial bank is in an excl. 
lent position to provide prompt, eo 
nomical and intelligent credit service 
to farmers. Every farm in the county 
is in the trading area of some local bank. 
Increased production of food and othe 
farm products is vital to winning tke 
war, and their production must be ate 
quately financed. Commercial banls 
can make a valuable contribution to tk 
Food-for-Freedom program by taking 
an aggressive part in this financing. 

“Although not the only source of pr 
duction credit for farmers, banks at, 
in most areas, the most importatl 
source. Commercial banks will be & 
pected to inform themselves thoroughly 
about this program, to finance it as fa 
as their responsibility to depositors wil 
permit, and to help arrange for finan 
ing which they themselves cannot unde 
take.” 


The project was developed by t 
A. B. A. Agricultural Commission 0 
der the leadership of its chairman, Mts 
A. Thompson, president of the Natio 
Bank and Trust Company, Norwid 
New York, and a special Food for Fre 
dom Committee under the chairmanship 
of €. W: Bailey, president ‘of the Firs 
National Bank at Clarksville, Tenness* 
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Stuart Chase Sees 
ELEVEN MAJOR TRENDS 


LEVEN major trends in the world 

today are shaping the kind of 

America that will emerge when 
the war is over, Stuart Chase de- 
cares in a report to The Twenti- 
th Century Fund, soon to be re- 
lased. Especially important to the 
United States, he points out, are the 
diects of ever-increasing — technical 
\nowledge resulting in the production of 
more goods for more people; a reduced 
rate of population growth, and a closing 
frontier. 

Advance portions of Mr. Chase’s ex- 
loratory report on The Road We Are 
Traveling have been made public by 
fvans Clark, executive director of The 
Twentieth Century Fund, endowed insti- 
tule for research in economic problems. 

Among other basic world tendencies 
vhich have been shaping the future of 
the United States, Mr. Chase notes the 
decline in investment opportunities for 
private capital; a decline in free mar- 
iets throughout the world; and even be- 
fore the war, a marked tendency toward 
alarchy, or self-sufficiency, on the part 
if individual nations or groups of na- 
tions, 

In analyzing the effects of technologi- 
al advance as one of the major influ- 
mces in the world today, Mr. Chase 
points to a fortyfold increase in energy 
tusumption over the past century. He 
sys, “The two most important indices 
technology are energy consumption 
ad the rate of invention. Energy per- 
nits machines to perform tasks once 
performed by men. As it increases it 
drives down the costs of production by 
mereasing output per man-hour. The 
tile of invention meanwhile determines 
lle rate of change in social habits and 

vior.” 

This forecast of a society in which in- 
mated consumption of energy makes it 
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possible to turn out more and more 
goods with fewer and fewer. man-hours 
of labor fits in with a second basic trend 
noted by Mr. Chase—the flattening pop- 
ulation curve. He points out that popu- 
lation rates are declining in almost 
every country in the world and says, 
“The lagging population curve is due 
primarily to the fact that children are 
economic liabilities in high-energy soci- 
eties.” Mr. Chase notes that the rela- 
tive number of persons in the higher age 
groups, sixty-five and over, is increas- 
ing rapidly in our population. 

Another basic trend is the closing 
frontier. Mr. Chase says, “American 
history could be written in terms of a 
gigantic real estate boom. ... Free 
land stimulates population, and both 
stimulate business expansion and oppor- 
tunities for profitable investment. For 
a hundred years in this country the ex- 
pansion when plotted approximated a 3 
to 4 per cent compound interest curve. 
On this curve the free enterprise sys- 
tem flourished like a green bay tree. 
When the curve heads downward, in- 
vestors are nonplussed, and _ presently 
lose their confidence.” 

Such trends as the foregoing lead to 
another basic characteristic of our soci- 
ety which Mr. Chase lists as interdepend- 
ence. He says, “Every person in the 
American community—or any high-en- 
ergy society—is dependent upon liter- 
ally millions of other people for his 
daily necessities. We are all bound 
into two vast exchange networks: the 
network of goods and services; the net- 
work of money and credit. . . . Some- 
body must be responsible for keeping 
both networks operating regularly, or 
the very survival of modern communi- 
ties is threatened. Here is one principal 
reason for economic interference by the 
state.” 


Sst 





Another basic trend is unemployment. 
“The advance of technology often costs 
men and women their jobs. The phe- 
nomenon is called technological unem- 
ployment. . . . But technology also 
makes jobs. Which pull is the stronger? 
The consensus of opinion seems to be 
that they about canceled each other out 
until the 1920’s, but since then techno- 
logical unemployment has been getting 
ahead. ...A far greater volume of 
unemployment arises from business de- 
pressions. . . . Whatever the prime cause, 
unemployment is the chief cancer in 
modern society. It frustrates and en- 
rages people beyond anything else. If 
Germany had not had a terrible unem- 
ployment problem in 1933, Hitler would 
never have come to power. Here, un- 
employment was a direct cause of the 
New Deal.” 

Another trend affecting America and 
the rest of the world is the decline of 
investment opportunities. Mr. Chase 
asks, “Where are we going to put our 
savings when the war is over? The dis- 


position of savings has been worrying 
us for twelve years. 


It has been worry- 
ing Europeans for a generation. Our 
worries have been eloquently reflected in 
a falling rate of interest.” 


Throughout the world, Mr. Chase 
notes the decline of the free market. He 
says, “It may or may not be significant 
that serious attempts to control prices 
and restrict production were made by 
great corporations, cartels and trade as- 
sociations, just at the time the rate of 
expansion began to decline. People 
usually associate the monopoly move- 
ment with a selfish desire to increase 
profits. May it not have been impelled 
even more by a desire to avoid losses? 
Certainly the mergers and combinations 
were not formed by wicked men deter- 
mined to destroy the free market. They 
were mostly formed by men who had a 
faith almost religious in the free market 
ideology. . . . I think it fair to say that 
governments have not been chiefly re- 
sponsible for the decline of the free mar- 
ket. Other causes, including business- 
men themselves, have been more respon- 
sible.” 

A trend operating everywhere in the 


$52 


world is high-pressure talk. “We ar 
riding high on a propaganda curve to. 
day, and no man can say where that ride 
will end. Sometimes I think it is the 
most dangerous of all modern trends.” 

With a military struggle that literally 
girdles the globe, an obvious basic infly. 
ence is mechanized warfare. “The 
bombing airplane is a child of technol. 
ogy, and promises to revolutionize the 
maps of the world,” says Mr. Chase 
He thinks the plane “combined with 
other new devices of mechanical destrue. 
tion is destined violently to shrink the 
number of nations with full sovereign 
rights.” 

A trend that “promises to be with us 
for a long time to come” is Government 
in business. Mr. Chase says, “I have no 
theories as to how this trend is going to 
work out. I hope with all my heart that 
democratic procedures can be modified 
so that swifter action can be taken, with. 
out crippling the fundamental demo- 
cratic structure.” 

A final basic trend noted by Mr. 
Chase is autarchy, or national selj-suj- 
ficiency. As defined by Mr. Chase, “Au- 
tarchy is a condition where the national 
Government steps into the field of for. 
eign trade to specify what commodities 
shall be exported and imported, in line 
with a strong policy of national self- 
sufficiency. It is in direct conflict with 
all the principles of the world free mar- 
ket, where trade is carried on by indi- 
vidual businessmen, buying in_ the 
cheapest market and selling in the dear- 
est. . . . Whatever the morals and what- 
ever the comparative costs, autarchy has 
been gaining steadily since the last war.” 

In summing up his comments on these 
eleven basic influences at work in the 
world today, Mr. Chase says. “These are 
the curves we have been riding, and if 
our judgment is cool we will look for 
an extension. Certain trends we cannot 
fail to ride for a long time to come, 
others may end their course more briefly. 
We have here a base for the exploration 
of the future. Whether it is a good fu 
ture or bad, it is not my function to say. 
Some may welcome the vista, some may 
ereatly fear it; but none should shut his 
eyes.” 
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Rubber Shortage and Real Estate 


ROSPECT of coming lack of rubber 
for war workers’ cars has put new 
strings upon the location of war 

industries. That is a change of recent 
weeks very significant for all war-period 
urban real estate development. It means 
a shift of industrial expansion toward 
localities where there is existing trans- 
portation for labor, and a possible tend- 
ency toward its centralization near large 
metropolitan centers, pools of skilled 
labor. 

War industry is making every manu- 
facturing plant concerned look for space 
for expansion. Contrariwise, great pro- 
ducers of civilian goods, forced to stop 
everything but replacement work, are in 
the real estate market also. They must 
find narrower quarters. Contraction of 
automobile use is bringing a wholly new 
location problem to all retail merchan- 
dising that is dependent upon an auto- 
mobile-borne clientele. Chain stores are 
revising their location policies. 

With civilian home building coming 
to a stop, good houses listed as for sale 
are getting scarcer, a sign of a rising 
residential market. As always during 
an inflationary period. investment buy- 
ing of real estate is increasing in im- 
portance. 

These are some of the great lines of 
change in real estate use in war time 
meaning new forms of real estate activ- 
ity, industrial, commercial and residen- 
tial, reported upon in a special sympo- 
sium to be vublished by the National In- 
stitute of Real Estate Brokers, special- 
ized branch of the National Association 
of Real Estate Boards. 

“Real Estate Operations in War 
Times” will be the title of the Institute’s 
hand hook, now on the press. Contrib- 
uting their own current experience and 
their observations to the discussion are 
a dozen leading realtor brokers of the 
country, headed by the Institute’s presi- 
dent, Frank C. Owens. of Atlanta. 

A feature of the bulletin will be an 
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analysis of current Federal legislation as 
it affects real estate, by George P. Ellis, 
former president of both the Illinois 
Chamber of Commerce and of the 
American Society of Certified Public 
Accountants, and tax consultant to the 
association. 

War expansion of industry has only 
begun. Factories whose products will 
continue to be distributed for civilian 
consumption must expand their output. 
Both those things mean new real estate 
demand. Chain ; grocery stores, formerly 
wanting new construction tailored to fi, 
are now ready to consider location in 
existing buildings, are ready to look 
over the vacated automobile showrooms, 
for example. Prices for well-located 
store properties are stiffening. Better 
prices in industrial property are bring- 
ing out more sellers. Capital is plenti- 
ful for the purchase of real estate. These 
are some straws in the wind. What is 
actually taking place is a transition in 
the type of real estate negotiations, the 
symposium brings out. 


Branch Neighborhood Stores 


The opening of branch neighborhood 
stores may well be a war-time develop- 
ment in bakeries, dairies, and other re- 


tail businesses as present tires 
trucks used for delivery deteriorate. 


and 
So 


The prospect of coming lack of 
rubber for workers’ cars has put 
new strings upon the location of 
war industries. ... It means a 
shift of industrial expansion 
toward localities where there is 
existing transportation for labor, 
and a possible tendency toward 
its centralization near large met- 
ropolitan centers, pools of skilled 
labor. 


1942 





Louis Laronge, vice-president of Joseph 
Laronge, Inc., Cleveland, who lists for 
the hand book some significant policy 
changes of individual retail chains as 
to location, expresses his own estimate 
of the over-all effect of restricted auto- 
mobile use on suburban development 
as follows: 

“Further decentralization will be re- 
tarded except as each new business cen- 
ter is served with adequate transporta- 
tion. Furthermore, such transportation 
must be accessible to the numbers neces- 
sary to financially support the business 
center.” 

Restricted private transportation may 
call for relocation of hundreds of road- 
side gasoline stations, florists. barbe- 
cues and other businesses, he points out. 

Rubber shortage, points out E. M. 
Boerke, has injected an entirely new 
problem into site selection for war in- 
dustries. “Skilled labor does not shift 
readily, whatever the wage inducement,” 
Mr. Boerke says. “Mammoth new arma- 
ment industries require very large sites 
since they are almost always one-story 


structures. But in the face of a new 
transportation problem for the skilled 
laborers who in a few short months may 
be unable to drive their cars to work, 
new plants will, of necessity, locate 
where employe transportation is avail- 
able or can be easily made available, 
This problem has in recent weeks been 
heavily stressed by War Department of- 
ficials in discussing new plant site loca- 
tions, and the manufacturers and con- 
tractors in turn emphasize it.” 

An additional 30 per cent of area is 
usually added nowadays to a war pro- 
duction plant to provide space for em- 
ploye parking. This measures the de- 
gree of dependence ordinarily placed on 
the private automobile. 

Donald T. Pomeroy points this out: 
While new home building except for de- 
fense workers will cease, hundreds of 
thousands of Americans who want to 
own their homes will have higher wage 
totals than they have had since 1929. 
These families within the next two or 
three years will constitute a very active 
home market. 


LETTER TO THE EDITOR 


Who Was the Pioneer? 


We note that an article appearing in 
the February issue of your magazine, 
page 162, is prefaced by the statement, 
“In 1928 the National City Bank of New 
York launched ‘a new venture in demo- 
cratic finance’ based on the premise that 
‘you can’t lose money on an honest man, 
with a job, who borrows within his 
means.’ ” 

The statement might lead the reader 
to assume that the National City Bank 
of New York pioneered this venture in 
democratic financing. We respectfully 
call your attention to a correction which 
we feel sure you will wish to make. 

This field was pioneered by the Morris 
Plan as early as 1910, and was carried 


on by 100 Morris Plan banks and com- 


354 


panies throughout the nation long before 
1928. 
R. H. Stout, President, 
Morris Plan Bankers 
Association, Washington, D. C. 


(Editor’s Note: THE BANKERS Maca- 
ZINE did not mean to imply that the Na- 
tional City Bank was the first to make 
small loans to individuals based on char- 
acter and ability to repay. It certainly 
was a new venture in 1928, however, for 
a large metropolitan commercial bank 
to make loaning facilities available to 
the “man in the street.”” Whether or not 
the National City was technically the 
first in the field among national banks 
it certainly was in the vanguard of the 
movement and undoubtedly inspired a 
great many other banks to enter this 


field. 
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Wage-Hour Law Applies to 
Savings Bank Employes 


MPLOYES of ordinary mutual sav- 
i ings banks, as well as employes 

of commercial banks, are engaged 
in activities which are directly con- 
nected with and necessary to the conduct 
of interstate business, and are therefore 
entitled to the benefits of the minimum 
wage and overtime provisions of the 
Fair Labor Standards Act, it was an- 
nounced on March 16 by L. Metcalf 
Walling, administrator of the Wage and 
Hour Division, U. S. Department of 
Labor. 

The report giving the results of that 
study, on which the Wage and Hour 
Division bases its finding that employes 
of savings banks are covered by the law 
to the same extent as are employes of 
commercial banks, is as follows: 

The Wage and Hour Division has con- 
sistently expressed its opinion that in 
the ordinary case the normal activities 
of banks are of an interstate character 
and that as a result the Fair Labor 
Standards Act is generally applicable to 
bank employes. Some of the consider- 
ations by which the Division has been 
guided in reaching this conclusion may 
be listed. Banks afford facilities to the 
commercial system of the United States 
without which commerce would com- 
pletely fail. Banks transmit money for 
their customers from one part of the 
country to the other by means of draw- 
ing drafts upon their correspondent 
banks in those other parts of the coun- 
try. They finance the journeys of trav- 
elers by issuing travelers’ checks and 
letters of credit. They furnish credit in- 
formation to other banks upon the basis 
of which the other banks engage in many 
activities affecting the nation’s commer- 
cial life. 

In many cases, banks maintain trust 
departments the activities of which not 
only include various fiduciary services, 
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handling the transfer and registration of 
corporate stock, etc., but also are in- 
strumental to the successful discharge 
of the bank’s other functions, and, more- 
over, are vitally connected with com- 
mercial activities. Banks accept checks 
drawn on other banks and clear them 
through banking channels which may 
well extend across state lines. 

By reason of their carrying on these 
and many other interstate commerce ac- 
tivities not here specifically listed, banks, 
in the opinion of the Wage and Hour 
Division, are covered by the Fair Labor 
Standards Act wtih respect to their em- 
ployes. 


Mutual Savings Banks 


Mutual savings banks, however, have 
argued to the Division that the Fair 
Labor Standards Act is inapplicable to 
their employes because of differences 
existing between their operations and 
those conducted by commercial banks. 
They have pointed out that since these 
savings banks are quasi-mutual institu- 
tions which are not profit-making in 
character, but which merely aggregate 
the funds entrusted to them by depos- 
itors for investment, their activities are 
limited almost entirely to the applica- 
tion of the capital deposited with them 
to the needs of industry and Govern- 
ment. However, the Division, after hav- 
ing given considerable study and atten- 
tion to this problem of coverage, has 
concluded that the act is applicable to 
employes of ordinary mutual savings 
banks as well as to employes of com- 
mercial banks. 

A few of the typical interstate activi- 
ties in which such concerns engage and 
which have led the Division to take its 
affirmative stand on the question of cov- 
erage may be listed. While in the nor- 
mal case there is a smaller number or 
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amount of interstate transactions which 
are conducted by mutual savings banks 
than is the case with commercial bank- 
ing institutions, this Division has con- 
sistently taken the position, which has 
been approved by the Supreme Court in 
United States v. Darby Lumber Co., 312 
U. S. 100, that the amount or percentage 
of interstate commerce activities in 
which employes participate is not ma- 
terial to the question of coverage... . 

Banks insured by the FDIC, as well 
as banks who have found it necessary to 
borrow funds from the RFC, are re- 
quired to prepare and transmit compre- 
hensive reports, for the most part across 
state lines, on their financial condition. 
Also, these banks often engage in activi- 
ties which are interstate in character in 
their programs of codperation with the 
FHA through insured mortgages on real 
estate, and with the United States Hous- 
ing Authority in the construction of 
low-cost and defense housing. 


Life Insurance 


A number of Massachusetts savings 
banks write life insurance. When per- 
sons thus insured move out of the state, 
the policies continue in full force and 
effect. This necessitates the receipt of 
premiums from outside the state. the 
transmission of benefit payments to 
points outside of the state, and sending 
of notices and other necessary material 
to points outside the state. Similarly, 
savings banks which sell annuities may 
be required to transmit annuity pay- 
ments regularly to the insured person 
who may or may not be residing within 
the state. 


Moreover, quite aside from these vari- 
ous activities of an interstate character 
conducted by savings banks, of which 
the preceding list is not exhaustive but 
merely illustrative, the Division does not 
believe that the courts will fail to take 
cognizance of the fact that the invest- 
ments of savings banks, in the same 
manner as the investments of commer- 
cial banks, are vital to the conduct of 
interstate commerce by other enterprises. 
Their aggregate of deposits provides a 
reservoir of capital without which enter- 
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prises directly engaged in _ interstate 
commerce in many instances could not 
continue to operate. As a result, such 
banks exert considerable influence and 
control upon the interstate businesses jn 
whose securities their funds are invested, 
and in fact play an important role in 
the interstate activities of such enter- 
prises. 

Although the basic economic fune- 
tions which are performed by commer- 
cial banks and savings banks do not 
differ widely in many respects, there are 
in fact some marked differences in their 
business procedures and methods of 
operation. For that reason, this Di- 
vision has believed that a_ separate 
economic study of the latter type of in- 
stitutions was desirable. The results of 
this study, which have been set forth 
above, have demonstrated to the satis- 
faction of the Division that employes of 
savings banks are covered by the Fair 
Labor Standards Act to the same extent 
as are employes of commercial banks. 
There is evidence, however, that a num- 
ber of savings banks have entertained 
some doubt because of various factors 


which they have believed to justify 


distinctions between savings _ banks 
and commercial banking _ institutions, 
whether the opinions heretofore ex- 
pressed by the Division with regard to 
bank employes were addressed to the 
status of savings bank employes as well 
as to the status of employes of commer- 
cial banks. For this reason the Divi- 
sion, in its enforcement policy. will en- 
force the Act with respect to employes 
of mutual savings banks only prospec- 
tively and from the date of this release. 
This enforcement policy cannot, of 
course, operate to bar suits for double 
the amount of unpaid minimum wages 
and overtime compensation which em- 
ployes may allege to be due. under Sec- 
tion 16 (b) of the Act. 

With respect to commercial banks, the 
Division will not follow the prospective 
enforcement policy expressed above, 
since the Division, in the past, has ade- 
quately advised commercial banking in- 
stitutions of its position regarding the 
application of the Act to their employes. 
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Credit Problems in a War 
Eeonomy 


REDIT Problems a War Econ- 

omy” is the topic discussed by 

Roy A. Foulke in the editorial 
foreword to the 1942 edition of “Four- 
teen Important Ratios.” Mr. Foulke, 
who is the manager of the Analytical 
Report Division yt Dun & Bradstreet 
warns the grantor of credit of the neces- 
sity of frequent analysis of the risks in 
this period of rapid change. He dis- 
cusses the problem of the non-war prod- 
uct manufacturer in his efforts to finance 
his business against a dwindling source 
of supply, and the war- -product maker 
who is frequently burdened with heavy 
liabilities. 

Speaking of the prospects of the con- 
cern making non-defense products Mr. 
Foulke says, “Two situations are affect- 
ing those manufacturers that have ob- 
tained no defense or war contracts. In 
the first situation is the typical manufac- 
turer whose operations have been mate- 
rially reduced because the available 
supply of his primary raw material has 
been substantially cut by priorities, such 
as manufacturers of aluminum cooking 
utensils, metal furniture and equipment, 
washing machines, electric ironers.” 

“In the second situation is the manu- 
facturer that is able to obtain sufficient 
quantities of all raw materials except 
one vital ingredient, such as a manufac- 
turer of varnish that might have plenty 
of petroleum solvents but no synthetic 
resins, plumbers who have difficulty in 
obtaining one-half inch brass pipe, 
manufacturers of upholstered furniture 
that need metal springs, or manufactur- 
ers of laundry supplies that are being 
restricted in their purchases of chlorine. 
Here is a vital problem of inventory un- 
balance which has been expanding in 
recent months and which will become 
more fundamental as our war economy 
continues to intensify. To analyze these 
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situations the credit manager of a pros- 
pective mercantile creditor must become 
increasingly familiar with the operating 
problems of customers, problems which 
will continue to become more acute as 
greater proportions of raw materials go 
into the production of war supplies and 
equipment.” 

Turning to the financial affairs of the 
munition maker, ship builder, and the 
entire category of war manufacture, Mr. 
Foulke points out: “Financial state- 
ments of concerns engaged wholly, or 
for the most part in the production of 
war equipment and supplies, and par- 
ticularly of those in highly specialized 
lines, usually show heavy liabilities. 
Such situations cannot be interpreted 
strictly in accordance with standards of 
analysis applicable under normal condi- 
tions. In arriving at a conclusion re- 
garding the stability of such risks, favor- 
able operating and performance records 
over a period of years may offset what 
in more normal conditions might be con- 


Creditors must become increas- 
ingly familiar with the operating 
problems of customers, problems 
which will continue to become 
more acute as greater propor- 
tions of raw materials go into the 
production of war supplies and 
equipment. 

Out of the seventy divisions 
of industry and commerce for 
which comparative yearly ratios 
have been determined, forty-two 
showed lower ratios of current 
assets to current liabilities, with 
the greatest concentration in the 
manufacturing lines, and the 
least in the wholesaling lines. 





sidered an unbalanced financial pc 
tion.” 


The War Risk in Credits 


Mr. Foulke summarizes the elements 
of the war risk covering five points on 
which information is essential: 

“1. A segregation of net sales to gov- 
ernment agencies from other net sales, 
or in the case of sub-contractors, sub- 
suppliers, sub-manufacturers, or sub- 
builders, a segregation of net sales to 
primary contractors on defense and war 
orders from other net sales. 


2. A segregation of government re- 
ceivables from other receivables, or in 
the case of sub-contractors, sub-sup- 
pliers, sub-manufacturers, or sub-build- 
ers, a segregation of primary contractor 
receivables on defense and war orders 
from other receivables. 

3. The amount and the nature of 
unfilled defense and war contracts on 
hand on the statement date. 


4. A description of all arrangements 
in effect to finance necessary plant ex- 
pansion, and increased defense and war 
production. 

5. A clear understanding of the extent 
of management familiarity with the 
products to be produced, of the skill and 
knowledge of the labor, and of the neces- 
sary equipment to fulfill specific re- 
quirements of Army and Navy con- 
tracts.” 


Ratio Changes 
Mr. Foulke concludes his editor’ | 


foreword to his ratios, indicating  «t 
two important ratio trends are noted th. 
vear. He says, “Two of the fourteen 
selected ratios used in these compara- 
tive yearly studies, showed a noticeable 
change during 1940. (1) the ratio of 
current debt to tangible net worth, and 
(2) the ratio of current assets to current 
liabilities, more generally known as the 
“current ratio.” In forty-two of the 
seventy divisions of industry and com- 
merce surveyed over the five year period 
from 1936 to 1940 the ratio of current 
debt to tangible net worth was higher 
in 1940 than in 1939, and in fifteen of 


these lines, the ratio was the highest over 
the entire five year period. Of the 
forty-two lines which disclosed higher 
proportions in this particular ratio for 
the year, twenty-eight were manufactur. 
ers, nine were wholesalers, and five were 
retailers. The obvious explanation of 
this trend was that the current assets, 
consisting principally of cash, receiy- 
ables, and merchandise, were beginning 
to bulk heavier toward the end of the 
year, 1940, as the production of war 
equipment and supplies began to get 
under way, and current abilities were 
ex} : ding correspondingly. 

With heavier current assets and larger 
current liabilities, lower current ratios 
for the 1940 figures would be expected, 
and that is exactly what occurred. Out 
of the seventy divisions of industry and 
commerce for which comparative yearly 
ratios have been determined, forty-two 
showed lower ratios of current assets to 
current liabilities, with the greatest 
concentration in the manufacturing lines, 
and the least in the wholesaling lines. 

The ratios are a five year study of 72 
lines of business activity among 36 di- 
visions of manufacturing, 24 of whole. 
saling and 12 of retailing. “Credit 
Problems in a War Economy’ is issued 
by Dun & Bradstreet as a supplement to 
the author’s basic study of ratios entitled, 
“Behind the Scenes of Business.” 


© 


In considering an application for a 
defense loan, the credit man must lay 
aside the time honored methods of 
trade and adopt an entirely new ‘ap 
proach. Balance sheet ratios, bank bal- 
ances, and even profit and loss state- 
ments may be and frequently are almost 
meaningless when applied to a manu- 
facturer who is about to fulfil a Govern- 
ment contract, the magnitude of which 
completely dwarfs all of his previous 
experience in business. In some cases, 
firms have taken a single defense order 
exceeding a full year’s normal pre-war 
business. ~—Alfred G. Ruehle, vice-presi- 
dent, Brooklyn Trust Company, Brook- 
lyn, N.Y. 
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Atlanta Banks Sponsor Will 
Contest 


HE banks composing the Atlanta 

Clearing House Association, which 

are The First National Bank, The 
Citizens and Southern National Bank, 
The Fulton National Bank and the 
Trust Company of Georgia, throwmwe« a 
committee of their Trust Departments 
have just announced their 1942 annual 
“Will Contest.” 

This is an evidence of their continued 
interest in education and the contest is 
open to law students in Emory Univer- 
sity, the University of Georgia, Mercer 
University, Atlanta Law School, John 
Marshall School of Law and the Wood- 
row Wilson School of Law. 

Each student is given a statement of 
facts and is then required to prepare a 
complete Will in accordance with the in- 
formation received. Prizes of thirty 
($30.00) dollars in United States De- 
fense Stamps are to be awarded each 
school, giving $15.00 to the first choice 
and $10.00 and $5.00, respectively, as 
second and third prizes. 

After the six winners from the various 
colleges are selected, then a committee 
composed of the trust officers of the 
Atlanta banks will select the will best 
drawn with reference to the facts given 

1 the one so selected will receive the 
ysand prize of a $25.00 United States 
defense bond in addition to his college 
prize. 

The contestants are required to submit 
their completed wills not later than May 
1 when final awards will be announced. 
N. Baxter Maddox, vice-president and 
trust officer of The First National Bank 
of Atlanta, is chairman of the Clearing 
House Committee for this contest. 

The statement of facts on which the 
contest is based follows: 


Frank Smith, a resident of Georgia, is 
dissatisfied with his present will which 


names his wife as executrix and leaves 
everything to her. He is also concerned 
about taxes and their effect on his estate. 

He employs you as his attorney to pre- 
pare a new will and gives you the following 
facts: 

His age is 42, his wife, Mary, is age 38 
and their three children, Frank Smith, Jr., 
age 16, Helen, age 10 and Jane, age 7. 
His wife has always been well sheltered 
and has had no business experience what- 
soever. He is particularly anxious to as- 
sure his children a college education, if 
they wish one, and his son such additional 
technical or professional studies as he may 
be inclined to pursue. Feeling as he does 
that a boy or girl of 21 is not prepared to 
handle property he wishes to postpone 
giving them any money outright until they 
are 25 or perhaps older. 

Mr. Smith would like to provide an an- 
nuity of $50.00 monthly for his dependent 
mother as long as she lives. He is also 
considering leaving not over $5,000 to his 
church and to his favorite charity if the 
condition of his estate will permit at the 
time of his death. 

In brief, Mr. Smith's financial situation 
is approximately as follows: 


Cash in banks and U. S. Defense 
bonds (present value) 

Home on Blackland Road 

Household, personal effects, auto- 
mobile, etc. 


$7,000 
23,000 


2,500 


Store building—rented 12,000 


fi 
©. ks, bonds, mortgage notes, ete. 33,000 
50s, , ° 
Styck in X corporation (239% of 
at . 
total outstanding) 
Life insurance ($15,000 payable to 
wife, balance to, estate) 
Gross Estate 


65,000 


60,000 
ies: 
Debts, bank loans, etc 17,500 

i 


Smith is employed by X corporation, a 
large local concern, at an annual salary of 
$15,000.00. He has given his wife about 
$25,000.00 in stocks and bonds during the 
last few years, which constitute her only 
property holdings. 

Mr. Smith wishes to name the Reliable 
Bank and Trust Company as his executor 
and trustee. 
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Condensations from Magazines, Reviews, 


Reports, Bulletins, Radio Discussions, 


Advisory Services, Newspapers, etc. 


BORROWING TO PAY INCOME TAXES 


Monthly Review, Federal Reserve Bank of New York 


DEALLY, provision for income taxes 

payable in the following year should 

be made at the time the income is 
received, and it was in order to facilitate 
this procedure that the Treasury began, 
in August, 1941, the sale of Treasury 
notes of the tax series which could be 
purchased out of income, as received, 
and hence used to accumulate funds 
which-could be used to pay income taxes 
in the following year. A large amount 
of such notes was purchased in 1941, 
the total purchased reaching approxi- 
mately $2,471,000,000 by the end of the 
year. The indications, however, are that 
most of the notes were purchased by 
corporations, and only a relatively small 
amount by individuals. 

The over-all extent to which taxpayers 
made adjustments in their financial 
affairs last year to provide for the taxes 
payable on their 1941 incomes is, of 
course, not known. But it would not be 
in accord with one of the purposes of 
increased taxation during the war period 
for taxpayers generally to borrow from 
banks in order to provide funds to make 
tax payments, nor would it be in the 
best interests of the taxpayers, inasmuch 
as taxes on their incomes for 1942 and 
subsequent war years are expected to be 
still heavier. Aside from the Govern- 
ment’s need for tax receipts to meet war 
expenditures, the increase in taxes en- 
acted by the Congress last year and the 
probable further increase this year are 
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aimed at reducing the volume of income 
which remains at the disposal of consum- 
ers for the purchase of consumers’ goods, 
the production of which necessarily must 
be curtailed because of diversion of 
plants, materials, and labor to war pur- 
poses. To have the volume of purchas- 
ing power that is absorbed by increased 
taxes replaced on any general scale by 
extension of bank credit through indi- 
viduals’ borrowing at banks would be 
to defeat one of the purposes of higher 
income taxes. Therefore, it would ap- 
pear that bank loans to individuals for 
the purpose of providing funds to make 
income tax payments should be limited 
to a role of aiding in the transition to 
a period of higher taxation, where there 
are special circumstances involved, and 
should not be of such scope as to encour- 
age avoidance or postponement of a 
desired result of higher taxation, which 
is curtailed buying power of consumers. 

Borrowing from banks by some busi- 
ness concerns to meet tax payments may 
be unavoidable at this time, because of 
the necessary utilization for working 
capital purposes of cash realized from 
operations in 1941 and preceding years. 
Funds obtained through such borrow- 
ing would not have the same effect as 
borrowing by individuals for the pur- 
pose of paying income taxes, but in gen- 
eral would represent a postponement of 
borrowing for working capital purposes 
by the temporary use of tax reserves. 
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NON-ESSENTIAL FEDERAL EXPENSE MUST BE CURTAILED 


The Index, 


EN sacrifices, productive effort 
of the most concentrated charac- 
ter, and taxation burdens hitherto 

unknown in this country are required of 
citizens, governmental expenditures not 
essential to the war effort should be sub- 
jected to drastic curtailment and not be 
permitted to compete with the war pro- 
gram. 

This war’s impact upon the country 
is only beginning to be felt, but an indi- 
cation of its ultimate effect is disclosed 
by the 1943 budget. This calls for 
greater expenditures for war materials 
and equipment than have ever been 
made by any nation. 

To accomplish the tremendous task 
that lies ahead will require a full meas- 
ure of concentrated effort and devotion 
from every citizen. The Government 
can set the example by reducing its ex- 
penditures for other than war purposes, 
and firmly opposing new proposals. Al- 
though some such reductions are re- 
flected in the 1943 budget, these are only 
a beginning, for such expenditures are 
still more than twice as high as 1929, 
when the peak peace-time national in- 
come was realized. 

As the spending for arms increases, 
the standard of living will almost inevi- 
tably move lower and taxes will advance 
so that the impact of war will be felt 
by everyone. All must fight in this war, 
which must be won first in production in 
our industrial plants and then upon the 
hattlefield. Victory is within our capa- 
bilities—impediments must be 
away. 


cast 


To prosecute the war, maintain the 
Government and assist our allies, the 
1943 budget anticipates the expenditure 
of some $60 billion, of which $53 bil- 
lion is allocated to the war effort. So 
far as size of expenditures is concerned. 
the United States is undertaking to per- 
form before June 30, 1943, a greater 
task than Germany was able to accom- 
plish in six years of preparation and one 
more than twice as large as that achieved 
by Great Britain in two years of warfare. 
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New York Trust Company 


Another way of stating the task is in 
terms of national income. Not until 
1918, the last year of the last World 
War, did the total national income of 
the United States in any year reach $53 
billion, the sum set aside in the 1943 
budget for war purposes. In 1918, the 
total national income amounted to 
nearly $57 billion, and in 1919 it in- 
creased to about $63 billion, the first 
time it ever exceeded the 1943 budget 
aggregate of $60 billion. The greatest 
national income unstimulated by war 
expenditures ever realized in the United 
States was in 1929 when it amounted to 
some $80 billion. 

These figures indicate how profound 
must be the effect upon our economy of 
the expenditure by the Government dur- 
ing the fiscal year 1943 of approxi- 
mately 75 per cent of the peak peace- 
time national income. Even more im- 
portant, these figures demonstrate that 
the work which lies ahead can be suc- 
cessfully completed only if every ele- 
ment of the economy contributes to its 
utmost. 

Whatever it costs, the war must be 
won. It is the duty of the Congress, the 
President, and the leaders of our armed 
forces to take proper precautions to re- 
quire that all funds appropriated to win 
the war are translated efficiently and 
quickly into ships, planes, tanks, arms 
and ammunition to the end that victory 
shall be certain and complete. 

In the $7 billion of the budget rep- 
resenting ordinary expenditures of the 
regular “establishments of the Govern- 
ment and not war effort are found op- 
portunities for economies. Such items 
as that of $469,000.000 for “miscellane- 
ous recovery and relief.” and the $100.- 
000.000 allocation for the “emergency 
youth program.” which has _ recently 
been severely criticized in Congress are 
cited as providing such opportunities. 
It is also pointed out that more than 
three-fourths of the total of about $986,- 
000.000 allotted to the Department of 
Agriculture would be spent to continue 
the agricultural adjustment program 
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comprising acreage restriction bonuses, 
parity payments and non-recourse com- 
modity loans, in the face of the recent 
increase in the prices of farm products. 

The widely condemned silver purchas- 
ing policy, the St. Lawrence waterway 
and similar projects, rural rehabilita- 
tion and welfare programs, highway and 
national park expansion, and relief in 


HE “real income” of Mr. and Mrs. 

American Public during January, 

for the first time in five months, 
registered a gain over the preceding 
month. 

Real income in January, 1942, for the 
first time since July, 1941, shows a gain 
over the preceding month. In July, 
1941, real income hit $1.34, the high 
for last year. It was $1.30 in August 
and September, 1941, $1.27 in October, 
$1.22 in November, and $1.21 in De- 
cember, all of these comparisons being 
made against $1 in the similar month of 
1940. 

“Other income,” which largely re- 
flects increases in farm earnings, and 
wages, scored the best year.to year ad- 
vances in the cash income groups. Food 
and clothing netted the largest gains in 
living expenditures. 

A combination of higher prices and 
larger output lifted “other income,” 
which mainly reflects farm earnings, and 
to a much lesser extent the profits from 
unincorporated businesses, to $1.47 in 
January, 1942, or 47 cents greater on 
the dollar than in the like 1941 month. 

Wage envelopes in January, 1942, 
contained $1.42 for every $1 in the same 
1941 month. Salary checks were writ- 
ten for $1.23 in the first month of this 
year for $1 in January, 1941. Income 
from investments, chiefly dividend and 
interest distributions, continued to show 
the smallest gain over the previous year 
of any cash income item. Investment 
income of $1.10 compares with $1 in 
January, 1941. 

Mrs. American Public, whether she 
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NATION’S “REAL INCOME” GAINS 


Investors Syndicate, Minneapolis, Minn. 





general, represent opportunities for cur- 
tailment in expenditures competing with 
the war effort. Schemes for aggrandize- 
ment of special groups, enlargement of 
public welfare responsibilities, new pen- 
sion plans, and other contemplated pro- 
grams, still in the discussion stage, must 
be resisted with determination and 
vigor. 


buys at the cash-and-carry or has the 
groceries delivered, knows that the food 
bill always takes the largest slice of 
household expenditures, and last Janu- 
ary was no exception. The same amount 
and quality of food that cost $1 in Janu- 
ary, 1941, cost $1.21 in January, 1942. 

Reflecting the needs of American 
armed forces, clothing prices are higher 
than a year ago. Wearing apparel for 
men (civilians), women and _ children 
that cost $1 in January, 1941, carried 
a price tag of $1.12 in the first month 
of this year. 

Miscellaneous items, which include 
virtually all services, and most commod- 
ities not classified under food and cloth- 
ing, that could be had for $1 in Janu- 
ary, 1941, cost $1.12 in the like 1942 
month. 

Shelter of all types, defense centers 
excepted, that cost $1 in January, 1941, 
commanded $1.03 in January, 1942. 

Real income, in this Investors Syndi- 
cate study, is measured by a doubly 
weighted scale with income from wages, 
salaries, investments and the profits 
from unincorporated business and farms 
on the one side and the prices of goods 
and services which everybody must buy 
on the other side. In this study, Mr. 
and Mrs. American Public are presumed 
to share the nation’s cash income from 
all sources and spend their money ac- 
cording to a typical budget. 

Mr. and Mrs. Public receive income 
from wages, salaries, investments and 
other sources in proportion to the na- 
tional distribution of such payments. 
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Their living expenditures likewise are 
those of average householders. Their 
“real income,” or buying power, is their 
actual ability to purchase regularly 
needed goods and services. 

“Real income” is not a mere subtrac- 


tion of cash income from cash outgo, 
which would be an index of savings 
rather than “real income,” but an aver- 
age relative figure of income and outgo 
designed to show how the cost of living 
affects the adjusted dollar income. 





SCARCE METALS AND SHIPPING OUR BIGGEST PROBLEMS 


Business Bulletin, Cleveland Trust Company 


AR stuff is rolling off the lines in 

real quantity. We can now see 

more clearly than has heretofore 
been possible which of the many barri- 
ers in the way of our all-out war effort 
are going to be the hardest to surmount. 
It now seems evident that we are going 
to have at our disposal adequate manu- 
facturing capacity, including enough 
machine tools. There are going to be 
sufficient resources of industrial labor, 
and even of skilled management, which 
is harder yet to secure. We are going 
to have enough electric power in the 
places where it will be needed, and our 
railroads can cope with their tremen- 
dous problem of traffic. 

Our toughest industrial problems are 
going to be those of securing sufficient 
amounts of the scarce metals and enough 
merchant shipping. It is true that we 
have more of the scarce metals than any 
other nation, but we need more, because 
we are making more munitions than 
anyone else. Most of the essential scarce 
metals such as tungsten and nickel and 
copper and chromium and tin, can be 
mined either within our borders, or at 
least on this hemisphere. However, 
many of the deposits have never been 
well developed for mining, because they 
were not competitively profitable. 

Now we must develop them in a hurry, 
and meanwhile we must curtail rigor- 
ously the use of scarce metals in civilian 
goods, and in construction. We must 
import what we can, and use substi- 
tutes where we may, and we must do 
these things for a long time. It will not 
be an entirely novel experience, for we 
encountered most of these shortages in 


the World War. Then, however, the 


acute scarcities lasted for so brief a 
time that we have almost forgotten about 
them. 

Our need for merchant shipping is ob- 
vious. It was acute even before this 
war spread out to the uttermost ends of 
the earth, and now it is much more 
acute. The need for additional shipping 
applies to the Great Lakes as well as 
to the oceans, for each additional de- 
mand for steel increases the burden on 
the ore carrying fleet. Ships and scarce 
metals constitute our toughest problems. 


HOW TO OBTAIN 
BANK COSTS 


By E. S. Woolley 


~ Here at last is a book which will 
enable you to analyze your bank by 
a method which jis both simple and 
complete. Here is described in mi- 
nute detail and with a wealth of 
illustrations a simple method of ob- 
taining bank costs and for installing 
a system of bank accounting as an 


aid to effective management. 

That this book covers its field and 
fills a long-felt want is demonstrated 
by the foreword by Carl K. Withers, 
Former Commissioner of Banking 
and Insurance of the State of New 
Jersey. 


$5.00 


BANKERS PUBLISHING CO. 
465 Main St., Cambridge, Mass. 
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VIEWS 


Recent Speeches Given Before National, 
Regional or State Groups — Digested 


or Excerpted for Your Convenience ... 


WAR WILL INCREASE WOMEN IN BANKING 


By WituiamM Powers 






Director, Customer Relations, American Bankers Association 


i the number of women in banks ris- 
ing appreciably? Yes, and notice- 
ably so. Although the marriage rate 
among bank women has taken a decided 
jump in the past year, this has not ma- 
terially reduced the number of female 
employes because there has been a 
rather general reversal of the banks’ for- 
mer policy against retaining married 
women as employes. Banks are also 
recalling former clerks who left to be 
married prior to the policy reversal, 
and as you undoubtedly know, many 
new women are being hired as addi- 
tional or replacement staff members. 

Banks with 30 per cent of their staffs 
being of the fair sex are quite common, 
and some personnel officers are antici- 
pating, perhaps hoping for all we know, 
that before the duration is over we may 
see the feminine content run as high as 
60 per cent. 

What types of work is there a demand 
for women to perform? 

The following list of job titles is by 
no means complete in so far as it would 
apply to the positions in a large highly 
departmentalized financial _ institution. 
On the other hand, the list indicates 
as individual positions many operations 
that in smaller institutions (and these 
outnumber the former by 20 to one) are 
merged into a combination job held by 
one person. The positions are arbi- 
trarily placed in five classifications with 
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some reference to grade of responsi- 
bility but with no attempt being made 
to set up a seniority chart. The list is 
arranged primarily to give you a little 
clearer view of the variety of positions 
now held or to be held by women in 


banking. 

Junior Clerk: Page, Runner, Mail, 
File, Lister, Sorter Endorser Proof, 
Clearings, Transit. 

Senior Clerk: Librarian, New Ac- 
count, Signature, Reception, Return 


Item, Personnel, Purchasing, Account- 
ing, Tax, Audit, Credit, Analysis, Stock 
Transfer, Wire Transfer, Telegraph, 
Telephone, Registered Mail, Addresso- 
graph, Multigraph, Coupon, Currency 
and Coin. 

Bookkeeper: Commercial, Savings, 
Trust, Mortgage, Pay Roll, Discount, 
Collateral, Securities, Collection, Gen- 
eral Ledger. 

Stenographer: Ediphone and Dicta- 
phone, General, Statistical, Correspond- 
ent, Secretary. 

Teller: Commercial. Savings, Trust, 
Mortgage, Discount, Collection, State- 
ment, Coupon, Transfer, Exchange. 

How many openings are there, in re- 
lation to the number applying for posi- 
tions? 

At the present time there are approxi- 
mately 65,000 women employed in 
banks. This represents about 25 per 
cent of the total number of bank staff 
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members. If the war continues until 
1944 or 1945, it is quite possible that 
the number of bank women will be 
doubled. Just how many qualified 


women will apply for the positions will 


depend largely on how well informed 
they are concerning the availability of 
such jobs.—From an address before the 
Institute of Women’s Professional Re- 
lations. 


WAR-TIME RESPONSIBILITY OF BANKS 


By Henry W. KoeNneKE 
President, American Bankers Association and President, Security Bank of Ponca City, 
Oklahoma 


N discharging their war-time respon- 

sibilities bankers may have to com- 

promise with their principles from 
time to time and give up some of their 
cherished ideas. At the same time, this 
does not preclude criticism on the part 
of bankers. Criticism is essential to 
success. It is even a responsibility of 
citizenship in a democracy. 

In principle, the demands of war to- 
day do not vary greatly from the de- 
mands of war 25 years ago. But they 
have increased and multiplied and more 
will be demanded of the civil popula- 
tion this time. 

This is total war on a worldwide scale 
and no one can escape either its conse- 
quences or its responsibilities. Nor can 
it be successfully waged on our part in 
an atmosphere of business or pleasure 
as usual, or in the old way of each one 
or each group seeking to promote its 
own special interest. There is only one 
interest to be served. That is the com- 
mon interest of all. It is an unpleasant 
fact that in modern, total war great 
powers must be given to the central gov- 
ernment so that it may take such steps 
as become necessary and act as quickly 
as military necessity requires. As Peter 
W. Goebel said 25 years ago. “War is 
a hard master. It permits neither choice 
of means nor delay of action.” 

No better example of this could be 
found than the example of what has 
happened to the automobile business 
and the tire business. A few months 
ago both of these were flourishing indus- 
tries serving the public with private 
transportation facilities. Today they no 
longer exist except as an adjunct of the 
armed forces of the nation. That is 
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what the Government can do and has to 
do when the nation is in peril. 

We of the banking fraternity have 
very real responsibilities in connection 
with the war. In discharging them we 
may have to compromise with our prin- 
ciples from time to time, to give up some 
of our cherished ideas. Certainly we 
shall have to perform many extra serv- 
ices beyond our normal sphere of activ- 
ity and perform them without compen- 
sation or profit, as we are already doing 
and often at considerable inconvenience 
to ourselves. 

In the relationships between the banks 
and the Government the American Bank- 
ers Association is naturally the repre- 
sentative of the banks. As your rep- 
resentative it may have to ask you 
occasionally to agree to things as war 
measures that may not be altogether 
agreeable to you. But as I have said. 
we are, every one of us, in the service of 
our country now, and that means that 
we must work in harness with our Gov- 
ernment which has the responsibility of 
conducting the war. I know none of 
you would do less. As a matter of fact, 
the bankers of the nation have re- 
sponded magnificently to the call of 
their country and to the leadership of 
their Association. I want to take this 
opportunity to thank them for so doing. 

I want to add, however, that our obli- 
gations do not end there. Under our 
form of government, even though we are 
in the service of the country for the dura- 
tion, we still have the right to criticize. 

It is our right and our responsibility 
to scrutinize every governmental pro- 
posal made, to contribute of our knowl- 
edge to make its proposals practical 
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and workable. And above all, it is our 
responsibility to do our utmost to see to 
it that every grant of power given to the 
Government includes a provision for its 
termination as soon as the war is ended. 

We have only begun to feel the impact 
of this war. The magnitude of it is 
staggering. The cost of it in blood, 
sweat and treasure is unpredictable. 
The effect of it on our way of life is 
unknown. I think this can be said in 


spite of the fact that there are groups in 
our society who have the post-war pe- 
riod of life nicely charted. Post-war 
life will depend for one thing on the 
way the war ends. For my part, the one 
great task confronting us is the prose- 
cution of the war. To this task we of 
the banking business have a big contri- 
bution to make. That is our first order 
of business.—From an address at the 
recent Bank Credit Clinic in New York. 


SAVINGS BANK LIFE INSURANCE AT THE BOWERY 


By WaLTER H. TIETJEN 
Editor, The Chest, Bowery Savings Bank, New York, N. Y. 


N February 10, 1942 the Bowery 
added a new service. On that 

date it commenced the issuance of 

low cost savings bank life insurance. It 
started helping the individual to provide 
for his family in the event of his un- 
timely death. It is now more than ever 
“helping him in his quest for security.” 
Under the law, no bank may write 
more than $1,000 on one individual life 
and the individual may not buy more 


than a total of $3.000 from all the banks 


in the system. However, the banks act 
as agencies for each other, so that any 
purchaser may apply for $3,000 and 
make all of his premium payments at 
the Bowery, or he may apply for a 
“Bowery policy” at another bank. 

That life insurance is made available 
at low cost and that a policy with maxi- 
mum benefits is written, is assured in 
part by the following provisions of the 
law: (1) No solicitors may be employed, 
and (2) all life and endowment policies 
must have non-forfeiture values after six 
months’ premiums have been paid. 
Under these non-forfeiture values the 
policyholder, at his option, may elect 
to have the cash value paid to him, have 
his policy changed to paid-up insurance 
in a lower amount, or have his policy 
placed on an extended term basis. 

The law provides further that insur- 
ance may be sold only to residents of 
or persons regularly employed in New 
York State. Purchasers need not be de- 
positors of the Bowery. 
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The foregoing is a necessarily brief 
but fairly complete picture of what sav- 
ings bank life insurance is. It is regular 
legal reserve life insurance, issued on 
much the same basis as that written by 
the life insurance companies. The dif- 
ference is in the method of merchandis- 
ing. It is sold at low cost, principally 
because no sales commissions are paid 
to an agent or solicitor. The individual 
must apply to the bank for his policy. 
It is sold to him “over the counter.” 

Dividends are paid on all policies an- 
nually, beginning with the first year. 
If a policy is surrendered after six 
months’ premiums have been paid, the 
entire legal reserve is paid out as a cash 
value without a surrender charge. These 
two features further reduce the net cost 
of insurance to the policyholder, particu- 
larly in the early years. A medical ex- 
aminatiun is required of all persons, 
aged 15 nearest birthday and _ over. 
Policies are written on the lives of per- 
sons 6 months and over to 65 years. 

At the present time, straight life, 20 
payment life, life paid-up at 65, 20 year 
endowment, endowment maturing at 65, 
5 year renewable term, single premium 
life, single premium 10 year term, and 
20 year decreasing term policies are 
being written. Premiums may be paid 
annually, semi-annually, quarterly or 
monthly, and may be deducted from the 
policyholder’s savings account. Prem- 
ium notices are mailed to the policy- 
holder except where monthly payments 
have been elected. 
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Savings bank life insurance has been 
aptly called “Wage-Earner’s Life Insur- 
ance.” It is not limited to any particu- 
lar income group, yet it is the small 
wage-earner who receives the greatest 
benefit. It offers him low cost ordinary 
life insurance in small amounts (as low 
as $250, excepting term) at conveniently 
located offices and gives him a policy 
with maximum benefits. Prior to the 
establishment of savings bank life insur- 
ance he was able to buy small amounts 
only in the form of industrial insurance, 
which of its very nature, with house to 
house collections of premiums and other 
expenses inherent in the system, is more 
expensive than ordinary insurance. 








BANKS GETTING LARGER SHARE IN CONSUMER CREDIT 


The first response to the announce- 
ment that “Now You May Buy Low Cost 
Savings Bank Life Insurance at the 
Bowery” has been more than gratifying. 
In less than three weeks, applications 
for over $150,000 of insurance were 
received. Even after so short a time, it 
becomes evident that February 10th 
marked the beginning of an important 
chapter in the history of the Bowery. 
Its position of a public servant has been 
greatly enhanced and, as more and more 
individuals will learn of the benefits of 
low cost savings bank life insurance, it 
will truly be “HELPING PEOPLE TO 
HELP THEMSELVES.” — Reprinted 
from The Chest. 


FINANCING 
By C. E. Cocuran 


Manager, Time Payment Finance Department, State Street Trust Company, Boston, Mass. 


HILE banks during the war will 

find that their consumer credit 

business will be severely restricted, 
there is reason to believe that they will 
get a much larger share of what busi- 
ness is available. 

Financing agencies other than banks 
are either withdrawing from the field 
entirely or reducing their branch opera- 
tions, and banks will be able to serve 
the customers which formerly went to 
these agencies. 

If we watch our step we should be 
able to continue our consumer credit 
set-ups and be in an unequaled position 
to serve the field when the war is over 
and when credit will be in substantial 
demand. 

We have a war to win.. 
won, much of the consumer credit busi- 
ness, particularly that in connection 
with durable goods, will die. Banks, 
however, will live to build again. Some 
soldiers will not be so fortunate. 

In our present plans and future plans 
we will do 4vell tq keep the idea in mind 
that we want, first, only that business 
which contributes to the complete good 
of the country, and second, that when 
peace comes, we will have so conducted 
ourselves that our place in consumer 
credit will be greater than ever. 


Before it is: 
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The dealer in both automobiles and 
appliances faces a real problem. As he 
sells his new and used equipment he 
gradually sells himself out of business. 
Repairs and service will not be sufficient 
to pay the way in any fair or good-sized 
operation. Shortages in parts and me- 
chanics will be serious. 

The dealer problem, however, is an 
individual one. I know of one dealer 
who had the most profitable January in 
his 20 vears of business, and February 
will show black ink. Should he decide 
to liquidate now, or would it not be 
good business for him to keep going 
just as long as he is able to make a 
small profit, or at least break even? 
He can well continue, but it would be 
only good judgment to put himself in 
a position for quick liquidation. 

Six months ago we were not planning 
on a three, four, or even a ten-year war, 
and we were quite careful in our com- 
mitments. Right now, a quick peace looks 
very, very doubtful; but peace in the 
summer of 1918 also looked hopeless. 

Month-to-month planning would seem 
to be the sensible course. The abundant 
market which should follow peace makes 
it tempting to “hang on.”—From an ad- 
dress before the Bank Credit Clinic in 
New York. 
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Buy Coal Now Campaign 
The Madison-Crawford National 


Bank of Chicago is seeking new con- 
sumer credit volume by starting a “buy 
coal now” campaign. This ties up with 
the Government’s desire to encourage 
consumers to switch to coal as fuel 
where possible and also to fill their bins 
now while transportation is available. 

The bank is using something new 
in the way of direct-mail promotion— 
a “peel-off’ blotter which is quite 
striking in appearance. One side con- 
tains the advertising message, while the 
reverse—address—side peels off, leav- 
ing a permanent blotter for the recipi- 
ent. The blotter is controlled by a pa- 
tent issued to a Michigan City, Ind., 
firm. 

The blotter is not only a “self-mailer” 
but contains a return coupon printed on 
the “peel-off” side, with instructions to 
place in an envelope and return to the 
bank. 

The campaign is being conducted with 
the codperation of the local coal dealers 
who are using their customer and pros- 
pect lists for the distribution of the ad- 
vertising material. The name of the 
local dealer appears on each blotter un- 
der the name of the bank. 

A newspaper campaign is running 
concurrently with the direct-mail distri- 
bution. 

Advertising points out that by bor- 
rowing at the bank to meet coal require- 
ments the consumer can take advantage 
of dealers’ cash discount and thus save 
a substantial part of the borrowing cost 


Advertising and 
Public Relations 


Digests of Recent Ideas, Campaigns, 
Advertisements, etc. 





besides assuring an ample supply of 
fuel to meet next winter’s needs. 


Spot Radio Savings Campaign 


The state-wide radio campaign spon- 
sored by the Savings Bank Association 
of the State of New York is now under 
way with spot announcements over 
twelve stations in New York State to 
blanket the entire savings banks’ trad- 
ing area with radio messages. 

A series of six announcements has 
been prepared, each one a one-minute 
dramatic sequence involving two or 
more voices, introduced by the strains 
of the song “Remember Pearl Harbor” 
and carrying the same message as the 
newspaper copy. The emphasis in each 
is pointed to drive home at least one 
important fact. 

For example, one announcement 
points out the foolishness of squander- 
ing money for extravagant parties when 
money is needed to arm the men at the 
front. Another, by recalling the last 
war, points out to the wage earner that 
he will need funds when the war boom 
is over, while a third points out that 
money saved in a savings bank will help 
America. 

Each participating bank has been 
provided with a script of these spot an- 
nouncements and a schedule which may 
be followed on the various stations in- 
cluded in the campaign. It is planned 
that this series of spots will run for six 
or seven weeks, providing approxi- 
mately a thousand impressions by radio 
of the savings banks’ message. 
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Checking Accounts on Approval 
The Industrial Bank and Trust Com- 


pany, St. Louis, is currently offering a 
Special Checking Account “on ap- 
proval.” Text reads: “Open a Popular 
Checking Account with $10 or more, use 
it for 30 days, issue the first of 20 
checks, which cost you five cents each, 
and if you think the account is not 
worth its cost we will refund the dollar 
you paid for the 20 checks, close your 
account, and refund your balance.” 


Gives Service Flags 


An advertisement of the First Na- 
tional Bank of Palm Beach, Florida, 
which appeared last month, announces 
that the bank is now prepared to give a 
service flag to all mothers and fathers 
of sons now serving with the armed 
forces of the United States. The only 
stipulation is that the recipient must be 
a resident of the Palm Beaches. 

Text of the advertisement reads: 


“The First National Bank will give 
you a beautiful red and white silk serv- 
ice flag with a blue star to be displayed 
in your home to show that you have a 
son in service. 

“Write this bank, or call in person, 
giving the names of your sons now serv- 
ing with our armed forces in any 
branch, such as Army, Navy, Marines, 
etc., and receive your Service Flag. 

“We deem it an honor to give this 
small token of recognition to the 


Friendly, Prompt, 


Mothers and Fathers in the Palm 
Beaches whose sons are in the service 
of Uncle Sam.” 

The day the announcement was made, 
fourteen people telephoned asking for 
a flag before the bank opened, and the 
reception to the plan has been most 
enthusiastic. The bank is said to be 
the first in the country to make such an 
offer since the war started. 


Special Service Window 


A recent advertisement of the Com- 
merce Trust Company, Kansas City, 
Mo., tells about its “Special Service 
Window.” Text reads: 

“Somebody says: ‘What do you 
mean ... Special Service Window?’ 

“Well, that’s No. 29A on the banking 
floor of the Commerce, and we do mean 
‘Special Service.’ 

“Not the usual mine-run of banking, 
but things that a bank isn’t supposed to 
do for you, and Commerce does ‘em. 

“For instance—pay your taxes, or 
buy theatre or baseball tickets, or file 
instruments for record, or transfer local 
stocks, or make hotel reservations, or 
buy flowers, or collect bad checks, or 
meet the children at the train, or pay 
insurance premium, or make plane res- 
ervation, or locate unknown address, 
or, or, or what have you? 

“The ‘Special Service’ window is one 
of the many things correspondent banks 
like about the Commerce Trust Com- 


Convenient Service 


BANK o& AMERICA Shiu 


New poster used by Bank of America in California to promote its timeplan loans. 
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BRIEFS 


Items of Interest from Many Sources— 
Condensed for Quick Reading 


C. Alison Scully in New Post 


C. Alison Scully has been elected ex- 
ecutive vice-president of Corn Exchange 
National Bank and Trust Company, 
Philadelphia. 

Mr. Scully has had an extended expe- 
rience as an officer of two New York 
banks since 1923, having served as vice- 
president of the National Bank of Com- 
merce in New York from 1926 to 1929 
and as vice-president of the Bank of the 
Manhattan Company from 1929 to 


March 1, 1942. 


C. ALLISON SCULLY 
New executive vice-president, Corn 
Exchange National Bank and Trust 
Company, Philadelphia. 


He was educated in Philadelphia and 
is a graduate of the University of 
Pennsylvania, Class of 1909. He is a 
lawyer as well as a banker, a member 
of the Philadelphia and New York bar 
associations. 

He is the author of books on “Insur- 
ance Trusts,” “Business Life Insurance 
Trusts,” and “The Purchase of Common 
Stocks as Trust Investments.” 

He has been active in the affairs of 
the American Bankers Association, hav- 
ing served on various committees of that 
organization for a number of years. 


Allen L. Gillett in New Post 
Allen L. Gillett of Longmeadow, 


Mass., was elected General Agent of 
the Farm Credit Administration of 
Springfield at a recent meeting of the 
Farm Credit Board in Springfield, Mass. 
In this position Mr. Gillett fills a sep- 
arate office to codrdinate the activities 
and lending policies of units of the credit 
administration in the northeast. Jointly 
these agencies consisting of the Federal 
Land Bank, the Federal Intermediate 
Credit Bank, the Springfield Bank for 
Codperatives, and the Production Credit 
Corporation, now provide over $125. 
(00,000 of mortgage loans and operat- 
ing funds to some 45,000 individual 
farmers and to 85 codperative agricul- 
tural organizations. 

To accept his new post, Mr. Gillett 
resigned as president of the Federal 
Intermediate Credit Bank, an institution 
with which he has been connected for 
twelve years, and for the past eight years 
as its head. Mr. Gillett came to Spring: 
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feld in April, 1930, as manager and 
vice-president of the Intermediate Credit 
Bank, and was elected president in 1933. 
He started his banking career with the 
National City Bank of New York, and 
later was a bank examiner in New York 
state. 

Since the office of general agent was 
formed in 1933, it has been held by 
Edward H. Thomson, also president of 
the Federal Land Bank. In releasing his 
duties as general agent, Mr. Thomson 
is now in a position to devote his full 
time as president of the Land Bank. 
Having held that office since July, 1919, 
he has seen the bank grow from $8,000,- 
000 in loans to the point where it sup- 
plies more than a quarter of the farm 
mortgage credit used in New England, 
New York and New Jersey. 

It was announced at the Farm Credit 
Administration headquarters that divi- 
sion of the offices of General Agent and 
president of the Land Bank is in keeping 
with a policy of having all farm credit 
agencies fully prepared to meet any 
war-time emergencies. 


Alfred Hayes to New York Trust 


John E. Bierworth, president of the 
New York Trust Company, has an- 
nounced that Alfred Hayes, formerly 
associated with the bond department of 
the National City Bank and the City 
Bank Farmer’s Trust Company, New 
York, has been appointed an assistant 
secretary of the New York Trust Com- 
pany as a member of the Investment 
Division. 


Change in Virginia Convention 

The meeting place of the 29th Annual 
Convention of the Virginia Bankers 
Association has been changed from the 
Homestead Hotel, Hot Springs, Virginia, 
to Hotel Roanoke, Roanoke. The dates 
have also been advanced from June 24-27 
to June 4 and 5. In view of the war 
emergency, and the problem of trans- 
portation it was felt by the officers of 
the association that the objectives of the 
convention could best be served by 
shortening its length and changing the 
meeting place to a city that is accessible 
by rail to all sections of the state. 
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Convention Dates 
NATIONAL 


April 15-17—-A. B. A. Credits Clinic, Chi- 
cago 

April 19-22—Executive Council, American 
Bankers Association, The Homestead, 
Hot Springs, Va. 

April 20-22—American Industrial Bankers 
Association, Edgewater Beach Hotel, 
Chicago. 

April 25-28—Association of Reserve City 
Bankers, Hotel Hershey, Hershey, Pa. 

May 6-8—National Association of Mutual 
Savings Banks, Waldorf-Astoria, New 
York. 

May 10-14—47th Annual Credit Congress, 
Netherland Plaza Hotel, Cincinnati, 
Ohio. 


May 21-23—National Safe Deposit Asso- 
ciation, Minneapolis, Minn. 

June 8-11—American Institute of Banking, 
Hotel Roosevelt; New Orleans. 

June 15-27—Graduate School of Banking, 
Rutgers University, New Brunswick, N. J. 

June 18-20—Special Libraries Association, 
Hotel Statler, Detroit. 

October 4-8—American Bankers 
tion, Book-Cadillac and Statler 
Detroit, Mich. 

October 7-9—National Association of Bank 
Auditors and Comptrollers, Hotel Roose- 
velt, New York City. 

October 19-21—Financial 
sociation, Chicago. 


Associa- 
Hotel, 


Advertisers As- 





STATE AND REGIONAL 


April 9-10—Pacific Northwest Conference 
on Banking, State College of Washing- 
ton, Pullman, Wash. 

April 10-11—Florida Bankers Association, 
San Carlos Hotel, Pensacola. 

April 15-17—A, B. A. Bank Credit Clinic, 
Stevens Hotel, Chicago. 

April 23-24—National Association of Bank 
Auditors and Comptrollers, Eastern Re- 
gional Conference, Hotel Warwick, Penn. 

April 27-28—Louisiana Bankers Associa- 
tion, Edgewater Gulf Hotel, Edgewater 
Park, Miss. 

May 46—Arkansas Bankers Association, 
Arlington Hotel, Hot Springs. 

May 7-8—Oklahoma 
Mayo Hotel, Tulsa. 

May 8-9—North Carolina Bankers Associa- 
tion, Pinehurst. 

May 9—Oklahoma 5th Annual A. I. B. 
Meeting, Mayo Hotel, Tulsa 

May 11-12—North Carolina Bankers 
sociation, Hotel Carolina, Pinehurst. 

May 11-13—Mississippi Bankers Associa- 
tion, Hotel Buena Vista, Biloxi, Miss. 

May 11-13—Missouri Bankers Association, 
Hotel Connor, Joplin. 

May 13-14—Indiana Bankers 
Claypool Hotel, Indianapolis. 

May 13-14—South Carolina Bankers Asso- 
ciation, Hotel Columbia, Columbia. 

May 13-15- 
Topeka. 

May 14-15—Alabama Bankers Association, 
Jefferson Davis Hotel, Montgomery. 

May 14-16—New Jersey Bankers Associa- 
tion, Hotel Traymore, Atlantic City. 

May 15—New Hampshire Bankers Asso- 
ciation, Hotel Carpenter, Manchester. 


Bankers Association, 


As- 


Association, 


Kansas Bankers. Association, 


May 18-20—California Bankers Association, 
Hotel Del Monte, Del Monte. 

May 19-20—Tennessee Bankers Association, 
Andrew Johnson Hotel, Knoxville. 

May 20-21—Ohio Bankers 
Hotel Statler, Cleveland. 

May 20-22—Illinois Bankers 
Jefferson Hotel, St. Louis. 

May 20-23—Pennsylvania Bankers Asso- 
ciation, Hotel Traymore, Atlantic City. 

May 21-22—Maryland Bankers Association, 
Lord Baltimore Hotel, Baltimore. 

May 21-23—National Association of Bank 
Auditors and Comptrollers, Mid-Conti- 
nent Regional Conference, President 
Hotel, Kansas City, Mo. 

May 21-23—Massachusetts Bankers Asso- 
ciation, New Ocean House, Swampscott. 

May 22-23—New Mexico Bankers Associa- 
tion, Fonda Hotel, Taos. 


Association, 


Association, 
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May 24-26—New York Bankers Associa- 
tion, Hotel Astor, New York City. 
May 25-27—District of Columbia Bankers 
Association, Columbia Country Club, 

Chevy Chase, Md. 

May 26-28—Texas Bankers 
Gunter Hotel, San Antonio. 

May 27—New Jersey Savings Banks, Mont- 
clair Golf Club, Verona. 

May 29-30—Arkansas Junior Bankers As- 
sociation, Fort Smith. 

June 3-5—Kansas Bankers Clinic, Univer- 
sity of Kansas, Kansas. 

June 3-5—South Dakota Bankers Associa- 
tion, Cataract Hotel, Sioux Falls. 

June 4-5—Virginia Bankers 
Hotel Roanoke, Roanoke 

June 3-7—District of Columbia Bankers 
Association, Hot Springs, Va. 

June 5-6—Idaho Bankers Association, Sun 
Valley. 

June 5-6—New Hampshire Bank Manage- 
ment Conference, Amos Tuck School, 
Dartmouth College, Hanover. 


Association, 


Association, 


June 8-9—Oregon 
Hotel Baker, 
June 11-12—Washington Bankers Associa- 
tion, Davenport Hotel, Spokane. 
June 12—West Virginia Bankers  Asso- 
ciation, Daniel Boone Hotel, Charleston. 
June 12-13—North Dakota Bankers Asso- 
ciation, St. Charles Hotel, Dickinson. 
June 13-14—Utah Bankers 
Bryce Canyon National 
16-18—Wisconsin 
Hotel Schroeder, 


Bankers Association, 
Baker, Oregon. 


Association, 

Park. 

Bankers Associa- 
Milwaukee. 

June 18-19—Michigan Bankers Association, 
Detroit, Mich. 

June 18-20—Montana Bankers Association, 
Yellowstone National Park. 

June 22-23—Wyoming Bankers Association, 
Sheridan. 

June 26-28—Maine Bankers Association, 
Poland Spring House, Poland Spring. 

July 8-10—Minnesota Bankers Association, 
Hotel Duluth, Duluth. 

July 25-27—Colorado Bankers Association, 
Stanley Hotel, Estes Rocky Mountain 
Park. 

September 2-5—Virginia Bankers Confer- 
ence, University of Virginia, Charlottes- 
ville. 

September 6-9—Iowa Bankers Association, 
Hotel Fort Des Moines, Des Moines. 
September 10-12—Maine Savings Banks 
Association, Mt, Washington House, 

Bretton Woods, N. H. 

September 17-19— Massachusetts Savings 
Banks Association, New Ocean House, 
Swampscott. 

September 23-25—New York Savings Banks 
Association, Waldorf-Astoria, New York. 


June 
tion, 
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